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» GIMLICK WANTS TO KNOW HOW YOU FEEL 
ABOUT AIR CIRCUIT BREAKERS THIS YEAR, BOSS?” 


& 


Violent reminders are not necessary to demonstrate the 
value of air in electrical protection. I-T-E circuit break- 
ers, the pioneers of the air-immersion principle, havebeen 
proving the value by safe performance for a half century. 


AIR SWITCHGEAR 


“I CIRCUIT BREAKER CO., pamapevpnia, Pa. 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 














Public Utilities Fortnightly 





Lest You Forget 
Barber Burners for all Purposes 
ill be Available as Soon As Possible 


Yes, Barber automatic conversion burners for furnaces and boilers, as 
ll as our numerous types of burner units for all household, commercial 
industrial appliances will of course again be furnished to the trade 
en Victory is attained, and Federal restrictions are removed from our 
oducts for civilian uses. Today Barber is applying its long experience on 
act, close-tolerance work, on front-line equipment for our fighting forces. 
Wherever sales on our regular line are still permitted, we are making 
ompt deliveries. 
Nor are we idle as to research and development on our customary 
oducts. When normal conditions again prevail, you may be sure that 
rber quality burners and regulators will benefit from those improve- 
nts and economies devised under the stress of wartime production. 


Write for complete catalog on all Barber products. 
ARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


ARBER BURNERS 
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Wrench 
10 ” ‘ 
0 HIS compact powerful pipe any new job or take down an old 
wrench breaks out any frozen job. Short handle helps in tight 
. 8 joint, saves the waste of smash- quarters. Easily attached to any 
. 48 ing off old valves and fittings so pipe or fitting. Four sizes for 
my valuable today, quickly pays for pipe to 8 inches OD. A profitable 
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Pages with the Editors 


Water's years ago, when the various utility 
holding companies were gathering size and 
momentum like rolling snowballs, we used to 
hear every so often of a municipal plant selling 
out to private interests. During the last decade 
the trend has been reversed under the influence 
of the New Deal and we hear every so often 
of a private utility selling out to a public body. 
But during both periods we heard little or 
nothing of what the employees of the various 
utility plants thought about the situation. 


IF we were to put ourselves in the position 
of an old and faithful employee of such a utili- 
ty plant, we might be inclined to feel a little 
like Uncle Tom or the other darkies being 
put on the block to be sold down the river. As 
far as we know, neither public nor private 
management has made any established practice 
of calling in employees during such negotia- 
tions on change of ownership and finding out 
what they think of the proposals. 


THE opening article in this issue throws new 
light on this apparently neglected aspect of 
the public versus private ownership controver- 
sy in the public utility field. The author is 
Atrrep M. Cooper, now a resident of Tem- 


KIMBALL I. JACK 


A public opinion survey of a public without 
opinion is worthless. 
(See Pace 142) 
AUG. 5, 1943 
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JOHN MAIN COFFEE 


Will Shipshaw lead to an international 
aluminum monopoly? 


(See Pace 149) 


ecula, California, who is by this time well 
known to our readers for his penetrating 
articles on industrial relations. 


y 


[ N our issue of April 29, 1943, we published an 

article by Fergus J. McDiarmid, commend- 
ing the establishment of the Shipshaw power 
development in Canada and praising the ar- 
rangements made by the Canadian govern- 
ment, as well as our own, for helping to finance 
this great war job under the aegis of private 
enterprise. That article also refuted certain 
criticism which has been voiced concerning 
the Shipshaw arrangements. 


FOLLOWING our open forum policy we are 
publishing in this issue an article written from 
the viewpoint of the critics of Shipshaw. The 
author is perhaps the outstanding critic— 
REPRESENTATIVE JOHN MAIN COFFEE 0 
Tacoma, Washington, who is the author of a 
resolution now pending in the House of Rep- 
resentatives to investigate Shipshaw. Mk 
Corree is a graduate of the University of 
Washington and Yale University, a secretary 
to former U. S. Senator C. C. Dill, and a lead- 
ing member of the Washington bar. He was 
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The installation of Riley Pulverizers 
by these leading Public Utilities companies 
is indicative of their growing acceptance by 


the industry. 


Pennsylvania Edison Co.—Williamsburg, Pa. 


Commonwealth & Southern Corp. for 
Southern Ind. Gas & Electric Co.—Evansville, Ind. 


Union Electric Co. of Ill_—Venice, Ill. 

Union Electric Co. of Ill—Cahokia Station 

Union Electric Co. of Mo.—Ashley St., St. Louis, Mo. 
lowa-lllinois Gas & Electric Co.—Davenport, la. 
Potomac Electric Power Co.—Buzzards Point, Md. 
Edison Elect. Illuminating Co.—Boston, Mass. 

Hartford Electric Light Co.—Hartford, Conn. 
Connecticut Power Co.—Stamford, Conn. 

United Illuminating Co.—Steele Point, Bridgeport, Conn. 
Interstate Power Co.—Dubuque, lowa 

Interstate Power Co.—Clinton, lowa 

Lynn Gas & Electric Co.—Lynn, Mass. 

Oklahoma Gas & Electric Co.—Harrah, Okla. 
Oklahoma Gas & Electric Co.—Ponca City, Okla. 
Savannah Electric Co.—Savannah, Ga. 

Central Ohio Light & Power Co.—Bluffton, O. 

Otter Tail Power Co.—Canby, Minn. 

Blackstone Valley Gas & Electric Co.—Pawtucket, R. I. 
Carolina Power & Light Co.—Cape Fear, Moncure, N. C. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 
BOSTON NEW YORK PHILADELPHIA WASHINGTON, D. C. BUFFALO CLEVELAND DETROIT SEATTLE 
ST.LOUIS CINCINNATI HOUSTON CHICAGO ST.PAUL  KANSASCITY LOSANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


POILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
LVERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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first elected to the Seventy-fifth Congress and 
has been reélected ever since. 


¥ 


BM certainly seems to be the age of the 
opinion survey. Until the war _ short- 
ages broke the consumer’s market, it really 
threatened to get out of hand. From the 
time we got up in the morning until we went 
to bed at night our private and business lives 
were at the mercy of curious people with 
notebocks in their hands who wanted to 
know what bacon we preferred for break- 
fast, what radio programs we liked to listen 
to, whether we put our shoe first on the left 
foot or the right foot, and what were our 
reactions to the Duchess of Windsor. 


ADMITTEDLY, the scientific sampling poll 
has shown enough results in terms of fore- 
casting election returns to justify its exist- 
ence within reasonable limits under intelli- 
gent supervision. But one weakness of indis- 
criminate poli-taking lies in the elementary 
kindness of human nature. All of us like to 
be helpful if we can, especially if it’s not 
going to cost us anything. And so if a per- 
fect stranger were to ask you what you 
thought of the Esperanto movement, like as not 
you would try to cook up an opinion for him 
on the spot—something, anything at all— 
even though you had not given the matter 
a previous thought. 


In this issue, beginning page 142, KIMBALL 
I. Jack explores this fallacy of indiscriminate 
opinion survey, especially when employed by 
public utility management to test the popu- 
larity of its company with its public. Mr. 
JACK warns us that before we try to gauge the 
average man’s opinion we want to be sure, 


LARSTON D. FARRAR 


The biggest utility holding company in the 
world is operated by Uncle Sam. 


(SEE Pace 154) 
AUG. 5, 1943 


EDITORS (Continued) 


ALFRED M. COOPER 


How do utility employees feel about changes 
in plant ownership? 


(SEE Pace 135) 


first of all, that he has an opinion and, sec- 
ond, that it is a reasonably intelligent and co- 
herent opinion on the merits of the question. 


Mr. Jack for several years has been sales 
promotion and advertising manager of the 
Washington Water Power Company at Spo- 
kane, Washington. 


HE article entitled “The Washington 
Power Octopus Feels a Cold Breeze,” be- 
ginning on page 154, is the product of Lars- 
TON’ D,. FARRAR, associate editor of Nation's 
Business. 
¥ 


E should like to call to the special at- 

tention of our readers the frontispiece 
in this issue of the ForTNIGHTLY. It is the 
first in a series of six mural panels by Ezra 
Winter, which we have been permitted to 
reproduce through the courtesy of the Bank 
of the Manhattan Company, 40 Wall Street, 
New York. The murals are a notable feature 
of the main banking room of the Manhattan 
Company. The artist is a fellow of the 
American Academy of Rome, honorary mem- 
ber of the American Institute of Architects, 
member of the National Academy of Design, 
member of the National Commission of Fine 
Arts, and a member of the New York City 
Art Commission. 


THE next number of this magazine will be 
out August 19th. 


at 
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Another Example of VULCAN 
VERSATILITY 


in Soot Blower Design 





Valean unit makes notable 

4 year record in latest design, 

twin farnace Foster Wheeler 

steam generator installation 

at Oil City, Pa., station of the 
Keystone Public Service Company, 
operating on fuel relatively high 


in ash having a low fusion point. 
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mT 























can unit in twin-furnace Foster Wheeler steam 


.» This despite unusual problems presented by 


boiler and furnace design. 
.. As the drawing shows it was impracticable to 
soot blowers from the front of the boiler as the 
lace construction precluded installation of con- 
tional type of elements and bearings to provide 
essary protection and support. 
.. Hence, entry was made at the back necessitating 
ng the elements a distance of about 26 ft., through 
geauaal and boiler tube banks to the super- 


-» Passage through high temperature, intermediate 

ature and relatively low temperature zones, 
the factor of exceptional length, greatly compli- 
td the problems of securing adequate thermal pro- 
hon, dependable support, and at the same time 
teh cxentieg and contraction without danger 
ution was found by using HyVULoy element 


section for the high temperature area, VULcrom ele- 
woviing Guilty’ detent Malan we ead ae 
providing specially design i to ho 
members in such a way as to eliminate hazard of tube- 
cutting and directed expansion toward the back of the 
boiler, where jit could be taken up by a suitable expan- 
sion joint. 

.-. Because of the advanced design of this boiler 
involving new features in soot-blower design and con- 
struction, Vulcan engineers inspected the installation 
monthly for many months, but the engineering was so 
sound that no trouble of any kind developed—Results— 
Perfect Operation—Perfect Cleaning—Reasonable Cost 
—And—vULCAN SOOT BLOWERS WERE SPECIFIED when 
a duplicate Foster Wheeler twin furnace steam generator 
was recently ordered by Keystone Public Service 
Company. 

. .. Whatever the characteristics of your boiler and 
setting, fuel, or load, Vulcan engineers can successfully 
solve any soot blower installation and operating prob- 
lem involved. We invite your consideration of Vulcan 
service with respect to any soot blower need. 


VULCAN SOOT BLOWER CORPORATION 


DU BOIS, PENNSYLVANIA 
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“There never was in the world two opinions alike.” 


— MONTAIGNE 





JosepH W. Martin, Jr.. 
U. S. Representative from 
Massachusetts. 


Joun W. BricKEeR 
Governor of Ohio. 


CHARLES A, PLUMLEY 
U. S. Representative from 
Vermont. 


J. WitttaAm DITTeER 
U. S. Representative from 
Pennsylvania. 


Dewey SHORT 
U. S. Representative from 
Missouri. 


Harry F. Byrp 
U. S. Senator from Virginia. 


WILLIAM GREEN 
President, American Federation of 
Labor. 


CLAIR WILcox 
Director, OPA Industrial Materials 
Division. 
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“There is no place in our nation for political strap- 
hangers and the granting of vast partisan patronage.” 


> 


“We must maintain local government. A strong local 
government is the foundation of our representative system 
of government.” 


> 


“T am opposed to the administration’s attempt to take 
advantage of the war in order to establish itself in per- 
petuum while it sells us down the river and destroys our 
Democratic-Republican form of government.” 


bs 


“The time seems approaching when we will see the 
Office of War Information set up as Germany set up the 
DNB, as Italy set up the Stefani, to prevent the publica- 
tion and radio broadcast of material not approved by the 
administration.” 


bs 


“In the very depth of the depression, maybe NYA did 
do a little good. It is hard to see how they could spend 
all those millions and not do some good—even if it was 
accidental. But to keep this thing going in war time is 
crazy and cockeyed.” 


¥ 


“To seize and operate an industry by the government 
... is not a solution of labor controversies. It is entirely 
possible and probable that John L. Lewis prefers to see 
the coal mines of America nationalized and operated by 
the government.” 


bg 


“We must not forget for one minute that if millions 
of Americans lose their jobs and are forced to go hungry 
after the war, the Communists in this country will be 
quick to take advantage of the opportunity, regardless ot 
the professed policies of Moscow.” 


¥ 


“If the American business community really prefers 
relative stability to headlong inflation, it will have to rec- 
oncile itself to the fact that price control is a bitter dose. 
It will have to hold its nose and take its medicine. The 
remedy may be bad. The disease would be worse.” 


12 
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THREE WAYS 


to get more out of your 
Burroughs machines 


RNR 0 CEES IRENE REE IT HE 


USE ALL SHORT-CUTS 


x local 

system Make sure operators are thoroughly familiar with 
and are using all of their machines’ automatic fea- 
tures, keyboard controls and other special time- 
saving advantages. Write related records as one 
operation. Obtain statistics and figures for reports 
as a by-product of regular posting routines. 


0 take 
in per- 
ys our 


KEEP THEM IN GOOD CONDITION 


ee the 
up the Right now you can arrange for regular, periodic 
ublica- inspection, lubrication and adjustment of your 


by the Burroughs machines, to safeguard your office from 
emergency repairs and the delays they entail. A 
standard Burroughs Service Agreement provides 
this efficient protection at a moderate, predeter- 

TA did mined cost. All work is guaranteed by Burroughs. 

spend 

it was 


time is _ USE GOOD SUPPLIES 


Your machines will produce better work if you 

use Burroughs carbon paper, roll paper, ribbons 

atirely and other supplies. They are manufactured to the 

ta eee exact specifications determined by Burroughs’ 

ted by experience. They are economical, too, with 10% 
to 40% discounts for quantity purchases. 


rnment 





nillions 


hungry Are you taking all these steps to get the most out of your 


Burroughs machines today? If not, call the local Burroughs 


- office or write Burroughs Adding Machine Co., Detroit. 
ess 0 


MANUFACTURING 
FOR WAR 

The manufacture of aircraft 

equipment for the Army Air 


M Forces, and the manufacture 
urroughs = | f2!52 
accounting equipment for the 

Army, Navy, U. S. Government 

and nation’s many war 

ADDING, CALCULATING, ACCOUNTING AND STATISTICAL MACHINES activities, are the vital tasks 


MAINTENANCE SERVICE e OFFICE MACHINE SUPPLIES assigned to Burroughs in the 
Victory Program. 
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A. Loupon 
Ambassador of the Netherlands. 


Emit ScHRAM 
President, New York Stock 
Exchange. 


Eric A. JOHNSTON 
President, United States Chamber 
of Commerce. 


HERBERT LEHMAN 
Director of Foreign Relief and 
Rehabilitation. 


Tuomas E, DEwEy 
Governor of New York. 


Epwarp V. RICKENBACKER 
Aviation. executive. 
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“If international security is achieved, the struggle for 
self-sufficiency, so aggressively selfish, may well abate, 
On the other hand, should we witness once more a situa. 
tion of international insecurity such as occurred in the 
interwar period, then we must be prepared to see the ma 
pursuit of autarchy resumed.” 


> 


“Our capital markets have a highly important part to | 
play in advancing the system of private enterprise. They 
must facilitate the gathering and servicing the risk capital 
necessary to rebuild a better world in which abundance 
shall be counted a blessing. .. . We must again reward 
the venturesome and cease to encourage those who would 
bury their talents in a vain quest for unfruitful security,” 


» 


. some short-sighted theorists in our midst proceed 
on the perfectly ridiculous assumption that we fight to 
win a war against totalitarianism so as to adopt some 
form of superstatism for ourselves, The economic theory 
behind the belief that the state must take precedence 
over the individual stems from the fallacy that the age 
of American development is a closed chapter and that 
business has reached its ultimate maturity.” 


» 


“T believe with all my heart that government is for 
the people. It must be clean and honest and efficient, but 
it must be more than merely an administrative machine. 
It must ever concern itself with the solution of human 
as well as material problems. It must satisfy the needs 
and aspirations of its people, and in order to satisfy those 
needs and aspirations it must be flexible enough to meet 
the changing conditions of the world today.” 


> 


“ 


“There must always be in the Federal government power 
and authority to deal adequately and decisively with any 
amalgamation of financial, industrial, or political power 
which exists on an interstate basis. Such broad national 
powers are essential to freedom of the individual. By the 
same token these powers which are essential to the free- 
dom of the people can be endangered when polluted by 
the exercise of control over essentially local matters.” 


* 


“I say that this bloody war can be won only if we at 
home show that we deserve to have it won. Only if we 
have the intestinal fortitude to throw out the profiteers— 
punish the shirkers—and demand that there shal! be a 
single—not a double—standard of justice in the United 
States—an even distribution of sacrifice on the home 
front imposed with a degree of political courage at home 
—comparable to the moral and physical courage being 
shown by our men abroad... .” 
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BOILERS ... The C-E Boiler line includes virtually all water- 


tube and fire-tube types in commercial use today for both 
stationary and marine applications. 


BENT TUBE—2, 3, 4 and multi-drum designs 

STRAIGHT TUBE—sectional header, box header 

FIRE TUBE—hrt, vertical, internally fired, locomotive type 
WASTE HEAT—straight tube, bent tube, fire tube 

FORCED CIRCULATION—stationary, marine, Diesel waste heat 


(C-E Boilers include all types known by the trade names — Heine, Walsh- 
Weidner, Casey-Hedges, Ladd and Nuway) 


SUPERHEATERS ... The complete line includes vari- 


ous designs suitable for any superheat requirement and ap- 
plicable to practically all types and sizes of boilers; also 


M f th # notabl 
Aa ea pe att separately-fired designs. 


boiler units now in service in 
utility plants are C-E Units. (Known by the trade name-Elesco) 


COMBUSTION 


LUDE AIL TYPES OF BOILERS, FURNACES, PULVERIZED FUEL SYSTEMS AND STOKERS: ALSO SUPERHEATER 
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STOKERS . » » Combustion Engineering has the most com- 


prehensive line of stokers of any manufacturer. 


UNDERFEED—multiple retort, single retort, (five types) 
CHAIN GRATE—(four types) 

TRAVELING GRATE—(three types) 

SPREADER 


(C-E Stokers include all types known by the trade names Coxe, Green, 
Type E, Low Ram and Skelly) 


PULVERIZED FUEL EQUIPMENT... +.. 


application of pulverized fuel firing to power boilers was 
pioneered by Combustion Engineering. C-E developments which 
include the use of water cooled walls and water screens, C-E 
Raymond Mills and C-E Burners are largely responsible for the 
position of eminence which pulverized fuel firing holds today in 
the field of steam generation. 

(Includes equipment known by the trade names Raymond and Lopulco) 


FURNACES ... C-E Furnaces feature both plain tube and 


extended surface water cooled wall construction; also both dry 
and slagging bottom designs. 


RELATED EQUIPMENT. .. in addition to its ex- 


tensive line of steam generating and fuel burning equipment 
Combustion Engineering offers: 


AIR HEATERS—plate type, tubular type 
ECONOMIZERS — Continuous loop design, flanged joint design — both 
fin tube type 


(Economizers are known by the trade name Elesco) 


COMPLETE UNITS .. . Built in suitable combinations 


of boiler, fuel burning and related equipment for any fuel and 
for capacities ranging from 1000 to over 1,000,000 Ib of steam 
per hr. Also complete units of standard design known by the 
trade names C-E Steam Generator, Type VU and Type VU-Z. 


ENGINEERING 


ANADA: COMBUSTION ENGINEERING CORPORATIO 
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DOWN TO EARTH FACTS ABOUT A MERCOID SENSATHERM 


It maintains a home in ideal comfort at any desired temperature. 
It is a masterpiece in mechanical precision, design and appearance. 
It operates on a variation of %° above or below the point set. 
It is a corrosion-proof mercury switch contact equipped control. 
It performs perfectly for years without any servicing attention. 


ANYTHING MORE YOU CAN ASK FOR IN A THERMOSTAT? 


MADE BY THE MERCOID CORPORATION, 4219 BELMONT AVENUE, CHICAGO 41, ILLINOIS 
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... helping to meet 
AMERICA’S WARTIME NEEDS 


ALLOYS IMPORTANT TO THE WAR are more quickly and 

» easily tested with the improved G-E X-ray tube of 
the type used for diffraction studies. In this new 
type of tube, a window of beryllium metal replaces 
the glass window through which the X rays are 
transmitted. Though opaque to visible light, this 
metal is many times as “transparent”? to certain 
X rays as glass, and helps speed up the exposure as 
much as 15 times. 


TO REGULATE VOLTAGE for small, industrial, three-phase 
loads, G.E. has introduced a new, dry-type induction 
regulator. It has a maximum rating of approximately 
3.5 kva, which is sufficient to provide plus or minus 
10 per cent regulation for a 35-kva load. These 
regulators can be designed also for other ranges. 
Available for hand, motor-operated, or automatic 
control, the new regulator simplifies the correction 
of voltage variation caused by wartime overloads. 


AIRCRAFT ASSEMBLY IS STEPPED UP at a Midwestern plant 
by the use of a battery of G-E drying lamps. Engines 
arrive there coated with a rust-preventive oil which 
must be removed before they are mounted. The 
infrared lamps give a rapid heating action which 
softens the coating and simplifies its removal in the 
cleaning room, saving two hours per engine. 


ATTENTION—ELECTRICAL ENGINEERS. Conservation of America’s power re- 
sources—and man power—calls for putting new electrical ideas to work 
throughout industry. @ In finding new solutions to electrical problems, simple, or 
complex, you can count on the co-operation of General Electric. The ideas shown 
here are just a few of many samples, suggesting the scope of this G-E service. 
@ Further information, or the aid of our engineers, is available for any job that 
can help win the war. 


General Electric Company, Schenectady, N. Y. 
BUY WAR BONDS 
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TYPEWRITER SHORTAGE 





The Egry SPEED-FEED, illustrated above, 
is one of the greatest business aids ever 
developed for stepping up the writing of 
typewritten records. It takes only one minute 
to attach the SPEED-FEED to any standard 
make typewriter and instantly converts it 
into a practical billing machine. The Egry 
SPEED-FEED doubles operator output. 


Then there’s the Egry TRU-PAK Register for 
all handwritten records. On the TRU-PAK 
you will write records speedily, accurately 
and economically, Further, it assures com- 


LABOR SHORTAGE 





BUSINESS SYSTEMS 


plete control over all business transactions. 


Egry ALLSET Forms for speed writing hand- 
written or typed records. Interleaved with 
one-time carbons, ALLSETS save many time- 
consuming manual operations. 


Egry Forms Engineers are experts at devising 
new forms or rearranging and simplifying 
existing forms to speed all record writing. 


Further information will be sent on request. 
Free demonstrations arranged at your con- 
venience. Write today! Address Dept. F-85. 








EGRY TRU-PAK REGISTER 
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Suddenly, a pack of sleek, hungry hunters hurtle out 
of the sun and pounce on their favorite prey—the 
Luftwaffe. They’re the newest American fighter 
planes. Piloted by the best fighters in the world, 
they’re as fast as lightning and as deadly as cobras... 
they hit like thunderbolts and fight like wildcats. 





Such planes are the result of the miracles worked by 
American industry. They are now going out to every 
fighting front . . . a vivid testimonial to the produc- 
IN PLANTS OF ALL TYPES tion achievement that has made them possible. 


TODD BURNERS The fighter plane was perhaps the toughest nut to 
ARE WORKING FOR VICTORY crack. But all along the line... tanks, ships, guns, 
Wherever trouble-free, depend- bombers... there were knotty problems that were 


able combustion of liquid and straightened out, overcome, because of the skill and 


Saseous fuels is a necessity ... : * ° 
on land or sea... Todd Burners the will of American industry. 


are delivering unsurpassed per- 


formance in the production of TODD SHIPYARDS CORPORATION 


heat and power. 
TODD COMBUSTION DIVISION 
601 West 26th Street, New York City 


NEW YORK MOBILE NEW ORLEANS GALVESTON 
SEATTLE BUENOS AIRES LONDON 





» Topp BURNERS * * ON THE FIRING LINE OF AMERICA’S WAR PRODUCTION FRONT 
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ITH a 1/16” stream (a 1/16” orifice 
W.. a thin plate) at 60 lbs. per 
square inch, the smallest rate of flow 
will be about half a gallon a minute: 
and depending on the edges of the 
hole, it might run as high as 9/10 g.p.m. 


VEN with only 40 lbs. pressure the 
E minimum would be .44 g.p.m., a 
flow which is still nearly double the 
desired low flow test rate for the 5/8” 
meter. 


62 





OWEVER, with a good rate of flow 
H indicator it is possible to obtain 
easily and with accuracy, at any pres- 
sure, the desired test rate of 1/4 g.p.m. 
for the 5/8” meter. This is next to im- 
possible with a fixed orifice. 


a Neptune Rate of Flow Indicator 
is a simple, positive, and inexpen- 


sive device which may be applied to 
any test bench. Your Neptune Repre- 
sentative will be glad to arrange for a 
demonstration. 





NEPTUNE METER COMPANY @ 50 West 50th Street « NEW YORK 20, N. Y. 


DALLAS, KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON 
Neptune Meters, Ltd., Long Branch, Ontario, Canada 


Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE., DENVER, 





—— 
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R L FURNISHED MORE THAN 25,000 FT. OF 
Ic -WI PREFABRICATED INSULATED PIPE CONDUIT 











Line of Ric-wtL conduit from anchor ag boiler 
bowse (top, left). Note shallow, ‘ench. 


Installing connector band. All necess acces- 
jones are prefabricated and shipped wah erder 





RIC-WIL 





For Terrace Village Housing 
Unit No. 2 in Pittsburgh 


Fuel savings of 15% or better are made possible in this 
mammoth project by a central heating system. Ric-wil 

pre-fabricated pipe units provide the insulation and pro- 
tection for the entire underground distribution system. 


A total of 83 buildings, comprising 1851 living suites, are supplied 
with heat and hot water from a central plant, through an under- 
ground distribution system containing over 25,000 lineal feet of 
Ric-wiL pre-sealed Insulated Pipe Units. High-pressure steam from 
the plant is piped through Ric-wil steam conduit to six scattered 
stations where hot water is generated and circulated through Ric-wiL 
conduit to all the buildings, for heating and hot water supply. Thus 
the project realizes the economy of steam, and the temperature control 
and convenience of hot-water heating. 


All conduit was factory pre-fabricated and shipped pre-sealed to the 
site in convenient lengths. Installation was made in record time, with 
a minimum of excavation and backfill, saving countless man-hours 
and interfering little or none with other construction. The system is 
highly efficient, permanent, and maintenance-free—rypical of all 
Ric-wiL engineered projects. 

Ric-wil. Insulated Pipe Units are ideal for hospital, school, 


industrial or municipal installations of all kinds. Let us 
show you their advantages on your next construction project. 





INSULATED PIPE CONDUIT SYSTEMS 
THE Ric-wiL COMPANY - CLEVELAND, OHIO 


AGENTS IM PRINCIPAL CITIES 
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COREE IAANNID Sy 


ARE MEETING and BEATING 
DITCHING SCHEDULES ... 


7 ° Multi-Speed * Operating Ease 
Transmission a Type 
* Abundant Power Construction 


* High Capacity | * Top Quality 
Digging Wheel Materials 
ARE SOME OF THE REASONS 


jis & CLEVELAND TRENCHER COMPANY 
20100 ST. CLAIR vanE —_ CLEVELAND, OHIO 
“CLEVELANDS’’ Save More...Because they Do Pg 
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ERE is no business so big that 

it can operate without the help 

of other businesses. Indeed, the 

larger the business the more help it 

requires from others and the more 
help others receive from it. 


So it is with International Har- 
vester. We buy an almost infinite 
number of things from thousands 
of other companies, the vast major- 
ity of which are small businesses. 
We buy raw materials, supplies, 
finished and semi-finished parts and 
sub-assemblies, as well as services 
of all kinds. These companies which 
sell to us to fill our orders, buy in 
turn from many others. 


We are a customer of more than 
10,000 different businesses, and we 
market our products through more 
than 10,000 other businesses. Thus, 
in Our operation on a national scale, 
20,000 businesses look to us either 
as customers or as suppliers of a 
variety of merchandise. 


Many of our relations with these 
firms now center around war orders. 
Many of these orders are such that 
they can best be handled by a large 
company in order to obtain the 
speedy production essential to the 
war program. A large company, 
with a large, experienced, and ver- 
satile organization, is best fitted to 
coordinate the facilities and abilities 
of many companies. We have done 
our utmost to bring the maximum 
number of smaller companies into 
the filling of war orders. We need 
their help, they need ours. 


We want little business to survive 
the war. America’s economy cannot 
be healthy, cannot provide employ- 
ment for workers or good products 
at low prices for customers, unless 
small business, medium-sized busi- 
ness and big business are all func- 
tioning, each at the job it can do best. 


America, after the war, will need 
them all. 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avenue Chicago, Illinois 
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Save to Win P . . : | 
with these four simple rules ...IS a vita principie 


of battery care: of utility operation! 


Keep adding approved water at 
regular intervals. Most local water 
is safe. Ask us if is safe. : 4 gee 
ss el Rial NMR al ee Conservation of materials is no new story 
Keep the top of the battery and : steas 

pallies tnttatia salnak, anki ot to the men who operate public utilities. 
all times. This will assure maximum With thrift and efficiency they have always 


protection of the inner parts. t 
planned for conservation. 
Keep. the battery fully charged— 
but avoid excessive over-charge. ’ 
A Wateds lallane wh Sad tener They’ve squeezed the last ounce of use 
when charged at its proper voltage. out of materials and equipment. in their 
4 Record water additions, voltage, care... and today, that need is intensified. 
and gravity readings. Don't trust 
your memory. Write down a com- ss : 
plete record of your battery's life One helpful principle to follow is that of 
history. Compare readings. - “Buy to Last—Save to Win.” Buy quality 


If you wish more detailed information, or products and equipment, then care for it to 
have a special battery maintenance prob- . 
lem, don't hesitate to write to Exide. avoid needless replacement. That conserves 


We want you to get the long-life built : : < 
into every Exide Battery. Ask for booklet rw materials, labor, and Space in factories. 
Form 3225. It frees these productive elements for essen- 


tial war production. 


4 
— Exide — 
THE ELECTRIC STORAGE BATTERY CO. 


CHLORIDE Philadelphia 


BATTERIES Exide Batteries of Canada, Limited, Toronto 
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VARNISHED CAMBRIC - RUBBER POWER CABLES - BUILDING WIRE - RADIO 


CRESCENT 
[RE AND CABLE 


CARRIES CURRENT 
FOR LIGHT AND 
POWER ON EVERY 
FIGHTING FRONT 


* ZIGVO IVNOIS - 


* $@H09 ATaGIXaId 


4 


CRESCENT INSULATED WirRE & CABLE Co. 
Factory: TRENTON, N. J.—Stocks in Principal Cities 
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CRESCENT ENDURITE SUPER-AGING INSULATION »- WEATHER-PROOF WIRE 
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FOR MATERIAL AID IN MATERIALS HANDLING... 





ay 


Robins Vibrating Screens are Engineered 





..- for the specific job they are to perform 


The efficiency, the economy, the durability you get from your vibrat- 
ing screens depend to a great extent upon their ability to perform the 
precise functions and to handle the specific materials encountered in 
your plant. 


Robins Vibrating Screens are engineered individually for each job... 
given the correct speed, stroke, pitch and number of decks required 
for the kind, weight, mass, flow and quantity of bulk material to be 
sized and handled. 


The screens, themselves, represent outstanding examples of engineered 
designing. Take the Robins Gyrex, for example. It employs the single- 
shaft, circle-throw, positive stroke principle ...a principle which, 
by the way, was originated by Robins, and on which we still hold 


SST VVVVVVTVVVTVVVTVVVVTVTVVVVVVVVVVVVVVVVVVVVVTVVVVVVVTVVSH TA 


ROBINS makes: BELT CONVEYORS + COAL AND ORE BRIDGES + BUCKET 
ELEVATORS * CAR AND BARGE HAULS « CAR DUMPERS « CAR RETARDERS « CASTINGS 
¢ CHUTES *» CONVEYOR IDLERS AND PULLEYS * CRUSHERS * FEEDERS * FOUNDRY SHAKE- 
OUTS * GATES * GEARS * GRAB BUCKETS « PIVOTED BUCKET CONVEYORS ° VIBRATING 
SCREENS * SCREEN CLOTH « SELF-UNLOADING BOAT MECHANISMS « SKIP HOISTS 


———————<, 
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FoR MATERIAL AID IN MATERIALS HANDLING... It’s ROBINS 





basic patents. Added to the benefits and advantages of this principle 
are features which further promote efficiency, further increase pro- 
ductivity, further reduce maintenance expense . . . features found in 
no other makes or kinds of vibrating screens. Among them are: 


1. Ability to adjust the angle of the live frame without requiring 
any change of the supports. 


A stabilizing arrangement of the springs which relieves the eccen- 
tric bearings from the impact of thrust loads. 


A heavy, anvil-type floor-mounted cast base which absorbs impact 
forces eliminating the need for costly foundations or supports. 


Triply-protected cloth arrangement. The cloth is supported over 
rubber-cushioned members; it is maintained under spring tension; it 
has a slight transverse arch. Whipping and crystalization are elimi- 
nated; failure from these causes is prevented. The arch further 
tends to distribute material across the fuil width of the screening 
surface—all of which is serviceable since there are no clamps, no 
straps, no bars to blank-off this screening area. 


Robins Gyrex Vibrating Screens are intended for heavy duty sizing 
and scalping. For fine sizing, the Robins Vibrex has a high speed, un- 
balanced vibrator. For horizontal installations and dewatering, the 
Robins Eliptex has an elliptical throw—to convey oversize material. 
For clarifying liquids and dewatering solids, the Robins Hydrex is 
demonstrating unusual merit and has introduced welcome economies 
in the process, chemical and reclaimed rubber industries. All Robins 
screens are fully described and illustrated in bulletins sent on request. 
Please specify the one in which you are interested, addressing your 
request to Dept. PF-8. 


ENGINEERS e MANUFACTURERS e ERECTORS 


passes ete crteseypseacanian C ONVEYORS 
sUCKET . STORAGE AND RECLAIMING NCORPORATED 
STINGS i MACHINES AND SYSTEMS « TAKE- : ectniles CONVEYING BELT CO.) 
HAKE- Bf ups » LOADING AND UNLOADING PASSAIC + NEW JERSEY 
ATING BTOWERS » TRIPPERS * WEIGH 
HOISTS BE LARRIES * WINCHES » WINDLASSES MATERIALS HANDLING MACHINERY 
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« |. letus help you. Our trained men and special equipment 


combine to help you meet today’s increased demand for 
power. Whether yours is a problem of erection or main- 
tenance . . . regardless of distance or terrain . . . you'll find 


Hoosier service efficient and economical. 


SIER 


ERECTION and MAINTENANCE OF TRANSMISSION LINES 
FERING CO. st 
NEW YORK 46 S, FIFTH ST., COLUMBUS, OHIO cHicAco 


—— 
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Army-Navy “E” p 


Jeannette, Pa, « Ridgway, Pa. + Springflel 
DISTRICT OFFICES IN PRINCIPAL CIT 











Attilities Almanack 


Due to war-time travel restriction, conventions listed are subject to cancellation. 


"74 AUGUST z 


T? { International Association of Electrical Inspectors, Northwestern Section, will hold 
meeting, Seattle, Wash., Aug. 26, 27, 43. 

















F q International Association of Electrical Inspectors, Southwestern Section, will convene, 
Los Angeles, Cal., week of Aug. 30, 1943. 





q raedg er Institute of Electrical Engineers will convene, Salt Lake City, Utah, Sept. 
4, 1943. 





{ International Association of Electrical Inspectors, Western Section, will hold ® 
meeting, Chicago, Ill., Sept. 13-15, 1943. 








q Municipal «293 Utilities Association of New York State will hold meeting, Lake 
Placid, N. » Sept. 15-17, 1943. 





q League of Kansas Municipalities will convene, Wichita, Kan., Sept. 20-22, 1943. 








4 Pacific Coast Gas Association will convene, Los Angeles, Cal., Sept. 22, 23, 1943. 





q American Water Works Association, Western Pennsylvania Section, will hold annual 
meeting, Pittsburgh, Pa., Sept. 22-25, 1943. 








q League of Virginia Municipahties will hold session, Roanoke, Va., Sept. 26-28, 1943. 





q National Safety Council will hold meeting, Chicago, Ill., Oct. 5-7, 1943. 








| American Gas Association will hold meeting, St. Louis, Mo., Oct. 11-13, 1943. © 





q League of Iowa Municipalities convenes, Cedar Rapids, Iowa, 1943. 











q American Water Works Association, California Section, will hold meeting, Los Angeles, 
Cal., Oct. 27-29, 1943. 








q Investment Bankers Association of America will hold session, New York, N. Y., Nov. 
J. 
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A mural by Ezra Winter, reproduced by courtesy of Bank of the Manhattan Company 


This painting shows the Tontine Coffee House and east end of Wall Street 
in 1799, The figures represent Governor John Jay, who signed the charter 
of the Manhattan Company, and three of the founders—Robert R. 
Livingston, Stephen Baker, and John Broome. 
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The Employee Has Rights in 


Utility Property Sales 


In the opinion of the author stockholders’ claims are 
not the only interests involved in the transfer from 
private to government ownership. 


By ALFRED M. COOPER 


OME time ago I had occasion to 
S interview a number of employees 
who, until the week previous, 

had been part of the working force of a 
privately owned electric utility. This 
power company had been bought out, 
lock, stock, and barrel, by the compet- 
ing municipally owned utility, and 
some 2,000 of these men and women 
were now being inducted into service in 
the city power bureau and blanketed 
into civil service. This number repre- 
sented about 80 per cent of the working 
force of the defunct private utility 
corporation, the remaining 20 per cent 
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having been thrown out of work by the 
coalition. Among the people with 
whom I talked were linemen, station 
operators, engineers, office employees, 
and minor executives. 

These employees in many ways re- 
minded me of a group of civilian refu- 
gees from a country torn to pieces by a 
blitzkrieg. They had the same attitude 
of bewilderment, of apprehension as to 
what was about to happen to them, and 
of resentment toward those former 
leaders of theirs who had failed them 
in a critical hour. Not one of these em- 
ployees was happy in his new surround- 
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ings, and not one of them understood 
why his company had sold out its hold- 
ings—and them—to the competing city 
power bureau. 

The principal complaint of these em- 
ployees was that no one had consulted 
their wishes when the decision was 
made to sell their company to its com- 
petitor. They had, they contended, 
given their organization loyal service 
for many years—some of them had put 
in nearly thirty years with their com- 
pany—but the decision to dispose of 
the utility’s holdings had been made 
purely on a basis of financial considera- 
tions, with no thought given to the feel- 
ings of a couple of thousand employees 
who were thus rudely pitchforked into 
new, strange, and distasteful surround- 
ings. 

i 

HESE transplanted employees 

eventually became reconciled to 

their new situation, and today they are 
quite happy working for the city. 

They have one characteristic, how- 
ever. They still have a bad taste in their 
mouths over the way they were sud- 
denly shifted from one management to 
another—with little notice, and less ex- 
planation. Some of them have the im- 
pression that they were “sold down the 
river.” In any case, it obviously must 
have been an unpleasant experience to 
have one’s personal security and eco- 
nomic outlook suspended in the balance 
for an uncertain period. During that 
transitional period, many of these men 
and women—well along in years of 
faithful service—must have had seri- 
ous doubts (unfounded, perhaps) 
whether they would get along with the 
new management, whether their pro- 
motional outlook was blasted, or 
whether they even had jobs at all. 
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That’s all water over the dam now; 
and the adverse reaction of former em. 
ployees probably does not greatly 
affect the immediate status of a private 
utility organization once it has checked 
out of a given community. But the 
situation raises several interesting 
questions: Are employees not entitled 
to adequate notice and explanation of 
changes of this character? Should they 
be permitted to have an advisory voice 
in the private management’s decision 
to sell out and on what terms? Is it not 
possible that by more careful cultiva- 
tion of such employee loyalty, private 
management might be even in a posi- 
tion to stall off indefinitely the pres- 
sure or combination of pressures which 
otherwise drive it into selling out to 
public ownership? 


HAVE, of course, no way of knowing 

exactly what considerations influ- 
enced the management of this private- 
ly owned utility in its decision to sell 
out. We may assume, no doubt, that 
the utility was left with little choice. | 
don’t suppose there ever was or ever 
will be a privately owned public utility 
which voluntarily committed suicide by} 
getting out of business and letting the 
public competition take over. 

Often, under such circumstances, the 
decision comes as a matter of law. 
Voters finally decide to buy up the util 
ity or build more publicly owned com: 
petition for it. When that happens the 
only area of bargaining left for a util 
ity is to trade on the price of a peaceful 
sell-out against the delay and trouble ol 
condemnation proceedings. More re 
cently, the attivity of the Securities an 
Exchange Commission in ordering 
holding companies to “orphan” operat 
ing subsidiaries in compliance W! 
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“death sentence” orders under the 
Holding Company Act has supplied ad- 
ditional pressure devices for munici- 
palities looking for bargain prices in 
utilities virtually “under the hammer.” 

But it is in the exercise of even this 
limited area of bargaining power that 
private management may conduct it- 
self in such a way that when the deal 
finally comes off, the employees have a 
feeling they have been betrayed or 
played for suckers, or, at least, treated 
a bit shabbily in the way of not being 
informed or consulted. The average 
deal of this kind, of course, has to go 
through the traditional bargaining 
ritual. 

Somebody plants a story with the 
local newspapers that the “city may 
buy out the power company.” This is 
often followed by prompt denials by 
company officers that the property is 
for sale. City officials may say they are 
“not interested.” Then after a few days 
of batting the idea back and forth, one 
side admits that something might be 
done “if the price is right.” More 
feinting usually follows before the final 
agreement is reached. 


|) genes this process, however, the 

employees may not be told any- 
thing at all—are left to worry them- 
selves ragged over the uncertainty of 
the whole business. Worse yet, they 
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may assume or take at face value com- 
pany declarations that the plant is not 
for sale. This calls falsely upon their 
loyalty. (Employee opposition to a sale 
may conceivably contribute somewhat 
to the bargaining powers of a manage- 
ment which is convinced it must sell 
anyhow and must bargain to get the 
best possible price. ) 

From my talks with the former em- 
ployees of this company it was obvious 
that they considered their position in 
the transaction to have been exactly the 
same as that of the inanimate genera- 
tors and transformers that figured in 
the deal. 

The reaction of a couple of thou- 
sand former employees of a pri- 
vately owned utility would perhaps be 
of little importance were it not for the 
fact that these men and women are 
voters; and the further fact that the 
ultimate fate of all private enterprise 
in America eventually will be deter- 
mined at the polls by just such citizens 
as these. In calculating the profit it 
would receive by selling out, it is un- 
likely the management of this power 
company remembered to count in on 
the debit side the ill will of its former 
employees. Since this electric corpora- 
tion is still doing business in other 
cities of the same state, this lack of 
good will may yet make itself un- 
pleasantly felt. 


governmental organizations of privately owned utilities of 


q “It should by now be fairly obvious that the acquisition by 


whatever nature is proceeding according to a prearranged 
plan. The essence of the strategy of those who are interested 
in scrapping private initiative is simple in the extreme. It 
may be expressed in these terms: Any privately owned util- 
ity will sell out to the government if the price is right, and the 
political pressure is hot enough.” 
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AX a matter of fact, it was the failure 
of the management of this power 
company to make its entire working 
force a party to the prosecution of the 
election campaigns that was largely re- 
sponsible for the defeat of the private 
company at the polls and made the pub- 
lic management inevitable. Every em- 
ployee of the city was carefully trained 
to do his share in winning votes for 
these elections, while the employees of 
the private utility were merely told how 
they were expected to vote in each in- 
stance. 

No one of these private utility em- 
ployees, as I later ascertained in inter- 
viewing them, had any very clear idea 
of what any of the elections were 
about. Particularly were they be- 
wildered when they were told, after the 
deal had been arranged, to vote in favor 
of a bond issue which, after its authori- 
zation by the citizens, finally resulted 
in the purchase of the private company 
by the city. 

These employees of the privately 
owned utility for many years had been 
taught by their superiors that munic- 
ipal ownership was wrong in principle. 
Now they were told they ought to vote 
in favor of legislation that would place 
all of them under the control of the 
opposition. It is not surprising that 
most of these employees were confused 
and a good many of them were pretty 
sore. 

I have discussed this particular case 
at some length because it may assist 
management of other private and pub- 
lic utility companies to take a more con- 
structive attitude toward playing fairly 
with employees in the process of pub- 
lic ownership negotiations, no matter 
how oppressive the conditions of such 
negotiations may be. 
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HE management of the average 

power company, understandably, 
takes the attitude that the question of 
whether or not to sell out to the com. 
peting publicly owned utility in any in. 
stance can be satisfactorily settled pri- 
marily on a basis of immediate profit 
or loss to the stockholders of the con- 
pany concerned. That is probably a 
legally accurate position to take. It 
may also be a somewhat shortsighted 
approach to a problem that concerns 
not only the company directly involved 
in the transaction, but every other 
power company in America as well. 

Every so often, in these days of hold- 
ing company break-ups under the 
“death sentence” law, we hear of some 
power company that has just completed 
a “satisfactory” transfer of its proper- 
ties to some political subdivision. But 
how often in recent years have we heard 
of an important political subdivision 
disposing of tts properties to a private 
corporation? There was a time, of 
course, when the trend was all the other 
way. But how often during the last 
decade? 

It should by now be fairly obvious 
that the acquisition by governmental 
organizations of privately owned utili- 
ties of whatever nature is proceeding 
according to a prearranged plan. The 
essence of the strategy of those who 
are interested in scrapping private in- 
itiative is simple in the extreme. It may 
be expressed in these terms: Any pri- 
vately owned utility will sell out to the 
government if the price is right, and 
the political pressure is hot enough. 


Oe should also be evident that the sale 
of any privately owned enterprise 
to the government, no matter how 
“satisfactory” the deal may be for the 
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THE EMPLOYEE HAS RIGHTS IN UTILITY PROPERTY SALES 





Restrictions against Right to Strike 


66 PDEcENT labor developments have made a number of responsible 

labor union leaders consider carefully the restrictions against the 

right to strike which accompany the status of employees of a government 

employer. The fact that the orbit of public employment may be greatly 

enlarged, by government ownership or even by government control, has 

had a sobering effect on labor unions which have heretofore endorsed 
left-wing objectives along socialistic lines.” 





owners of the enterprise concerned, 
should be a matter of deep concern to 
all private enterprise. Any power com- 
pany that sells out to a competing pub- 
lily owned utility certainly makes 
things no easier for all other power 
companies. 

Sales moving in the other direction 
from public to private domain are 
checked by a number of barriers. Lush 
money, propaganda, and prestige of the 
Federal government tend to keep the 
public properties public and safe from 
any attempt of private enterprise to 
gobble them tup—assuming private 
enterprise could raise the money for 
such financial adventures. But an- 
other and more powerful stabilizing 
factor in such public control is the man- 
ner in which employees of public plants 
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are indoctrinated to the point of reli- 
gious fervor with the idea that the 
security of their jobs is tied up with the 
maintenance of public control. It goes 
beyond loyalty. These employees exer- 
cise a compact, tightly organized influ- 
ence on the community, all out of pro- 
portion to their immediate numbers. 
Wives, children, friends, and collateral 
relatives are mobilized on any question 
involving the welfare of public man- 
agement in that community. Naturally, 
against an unorganized or apathetic 
opposition, such an institution is hard 
to beat in any election. 


HE thought naturally arises just 
why this same class of support 
cannot be mobilized by private man- 
agement whose employees are basically 
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just as loyal, and private management 
has even a better bill of goods to sell. 

Recent labor developments have 
made a number of responsible labor 
union leaders consider carefully the re- 
strictions against the right to strike 
which accompany the status of em- 
ployees of a government employer. The 
fact that the orbit of public employment 
may be greatly enlarged, by govern- 
ment ownership or even by govern- 
ment control, has had a sobering effect 
on labor unions which have heretofore 
endorsed left-wing objectives along 
socialistic lines. 

Commenting along this line, a recent 
issue of the Washington weekly letter 
on utility matters, PUR Executive In- 
formation Service, said prior to enact- 
ment of the Smith-Connally law: 

First reaction of labor is to fight back at 
such labor restriction. Labor proponents are 
high-pressuring Congress to beat down the 
Smith-Connally bill. They deny the presi- 
dential declaration that “labor cannot strike 
against the government.” They point out 
that the coal miners did engage in such a 
strike. But back of such primary reaction 
is the growing realization that labor’s posi- 
tion under public ownership is not free. 
Union leaders are stung by the agitation of 
public opinion stirred up by the coal strike. 
They are in the mood to listen to arguments 
that the security of organized labor is bound 
up with private enterprise. (‘Keep it pri- 
vate and keep it free.”) 

If private management of utilities 
could ever really sell that slogan, “Keep 
it private and keep it free,” to labor, the 
trend toward public ownership even 
under the prevailing administration 
would come to a grinding halt. 


— from such an abstract .objec- 
tive, however, there are certain 
practical steps to ease the mind of em- 


ployees even under circumstances 
where an ultimate sell-out to public 
ownership appears inexorable. 
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1. Keep the employees informed. Take 
them into your confidence. If there is an 
honest question in the minds of the ma- 
jority whether the company should really 
resist or simply dicker for a good price, 
let the employees feel that they have at least 
some small say in that decision. Nine out 
of ten, they will respond loyally to manage- 
ment’s pleas for suggestions. 

2. Where a decision has been made to sell 
out, make it clear to the employees WHY. 
Let them know the manner of pressures, fair 
and unfair, which have been exerted upon 
the company to force that decision. Above 
all, assure them that the management will 
never consent to any sale that does not 
guarantee, 100 per cent, every employee's 
job, together with seniority rights, and 
other benefits and privileges which they have 
enjoyed in the past. 

3. Where the decision is made to fight on 
further, or to the bitter end, tell the em- 
ployees just what the company means to do 
and back it up with action. Frank appeals 
for utility support under such circumstances 
will give the management the most precious 
weapon it can have—a potential bloc of 
community support that can swing almost 
any election or issue which is not compli- 
cated by other peculiar factors or special 
circumstances. 


Seer up this discussion, private 
utility management should realize 
that in any such sell-out to public own- 
ership it has an obligation that runs 
concurrently with the company’s obli- 
gation to its stockholders. 

This obligation involves the re- 
sponsibility of the management of the 
privately owned utility for the welfare 
of its employees. Without question 
these employees have a right to decide 
for themselves whether or not they 
wish to work in a privately owned or 
publicly owned utility organization. 
Anyone who thinks the employee does 
not care where he works or for whom 
he works—so long as he gets paid 
regularly—knows very little about 
what the working man of today is 
thinking about. It is this same type of 
loose thinking that has resulted in so 
many of American workers being 
thrown willy-nilly into unnecessarily 
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radical union membership as a condi- 
tion of obtaining employment in our 
war industries. Many workmen dislike 
exceedingly to work for government, 
and many workers dislike affiliating 
themselves with any labor organiza- 
tion. 


might undermine their choice of work- 
ing in private enterprise. Further, 
smart industrial relations suggest that 
employees be permitted to have some 
small voice, or at least “sit in” (by 
committee or representative), on 
the progress of negotiations which 


It follows from this, that these em- 
ployees have a right to know, and know 
as well in advance as possible, when 
developments are taking place which 


affect them so vitally. Be loyal to the 
workers and they will be loyal to man- 
agement at a time when management 
certainly needs it most. 
































High Government Expenditures 
salize 
own- 


<4 ; ie government outlays give the government even a 
greater power [than taxing power]. By buying from 
runs this one and not from that, the government can reward one and 


not the other. It can build up one class of industry and bank- 
rupt another. It can dictate wage rates, as it has done through 
such enactments as the Walsh-Healey law. It can subsidize 
cities to drive private utilities from business. It can build its 
own businesses, such as the TVA, and choke private competi- 
tion. It can set its own prices and control profits. It can, as it 
has in some cases, become a banker and put its own politically 
appointed officials into the boards of directors of any business 
which is in tts debt. 

“So when you read that a man gives lip service to private 
enterprise and in the next breath proposes that private enter- 
prise be ‘helped’ by continued high government expenditures, 
it is time to begin to look for the dusky gentleman in his par- 
ticular wood pile. 

“In justice to some of the spending advocates, it is fair to say 
that they themselves do not know the character of the cargo 
they are hauling. 

“That is not the case with all of them. Some know only too 
well and if one looks into the record of their past statements 
on the private enterprise system, their real intention becomes 
clear.” 
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How Not to Make a Customer 
Opinion Survey 


Finding out the “average customer's” opinion of his utility 

Service ts a good idea. But it is important that the survey analyst 

really learns what the customer thinks—not what he thinks he 

thinks. It may be that he does not think at all about his utility 

in any definite or coherent fashion. There are pitfalls and diffi- 
culties of indiscriminate opinion surveys. 


By KIMBALL I. JACK 


consumers think of them. Other 

firms care not. Now and then a 
business enterprise will experience sud- 
den curiosity about public opinion and, 
as with the man who eavesdropped on 
his Love only to find her attentive to 
many, a genuine survey is needed to 
learn why. 

It is one thing to ask if Mrs. Con- 
sumer likes you. It is something else 
to learn if she likes only the color of 
your shirt. Quite another matter again 
is the problem of psychoanalyzing the 
sweet young thing to discover why the 
wheels thusly turn in her fickle mind. 
If a firm suspects itself of being un- 
washed and would not confront the 
maid in person, then an outside agent 
must be hired, and precautions taken 
to see that the interviewer does not 
come back, like John Alden, with sta- 
tistics favorable only to himself, 
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Se firms well know what their 


Let us take the hypothetical case of 
a small hat manufacturer who has sur- 
veyed for public opinion. Coinciden- 
tally, a number of electric utilities may 
perceive in this example a slight re- 
semblance to something they have al- 
ready done, and if so a happy circum- 
stance is it indeed. The manager of the 
hat firm in question suspected that Miss 
Public was not overly fond of his way 
of doing business, and that, come elec- 
tion day, out of the window his firm 
would go. To learn for certainty what 
the maiden thought, this particular hat 
executive hastened to the high priest of 
all business, the advertising agency, 
who in turn called in a specialist in the 
field of public opinion. The executive 
said: “I want to know what the Public 
thinks of us.” Replied the agent: “It 
will cost you so many dollars to make 
this survey .. . What do you want to 
find out?” 
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Said the executive: “I want to learn 
if Miss Public thinks I charge too much 
for her bonnets, and I want to know 
if she thinks anybody else could or 
would sell bonnets any cheaper. Maybe 
she prefers that I cease making hats 
altogether. Also, I believe that my 
clerks are friendly, but it won’t hurt to 
ask how she’s been treated. Also, I do 
a little business with Wall Street, and 
while I don’t think she gives a hang 
about Wall Street, we may as well ask 
and make sure. Again, we’ve been tell- 
ing the public for twenty years that a 
Syllobian-Rathdrum type press can put 
out bonnets cheaper than the old rosco- 
verter type which had to be operated 
manually and which failed when the 
humidity got too great ina warm room. 
Ask her which she thinks is the most 
efficient. It will tell us whether or not 
to continue our educational program.” 


HE survey agent reached for his 
hat. “Splendid, chief,” he said, 
“we'll go out and question Miss Pub- 
lic and bring you the answers.” 
Jump now, dear readers, on the 
magic carpet and hasten to Miss Pub- 
lic’s home, where we will make ready 
for our expert interview. We will see 
how one man’s meat can easily be an- 
other man’s poison. We find Miss Pub- 
lic carelessly attired, fair, frowsy, and 
yawning, stretched on the divan read- 
ing True Stories, smoking cigarettes 
which are occasionally punctuated by a 
bonbon. In the year past she helped to 
consume, did Miss Public, 200,000,000 
gallons of liquor, 2,000,000,000 gal- 
lons of beer, and helped to purchase 
from one publisher alone 415,500 
books on sex. Miss Public—at least her 
better half—owns 5/6 of a car, has 
8/15 of a radio set, has 1/2 member- 
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ship in a church, reads a newspaper, 
buys a book once in two years, has two 
and one-half children, and tells little 
white lies. Each day she frets somewhat 
about making ends meet—high costs 
and inadequate income. She remembers 
the depression when hubby walked the 
streets looking for work. If the hat 
manager’s big son tricks her own little 
boy into springing a mousetrap on his 
finger, she is indignant and may harbor 
the incident for years. If the hat man’s 
wife shows off with a new car by toot- 
ing the horn arrogantly while she, her- 
self, walks wearily down the hot street, 
she will forever despise the neighbor, 
the hat shop belonging to the neigh- 
bor’s husband, and, should a complex 
develop, she may even despise hats gen- 
erally. If a dozen townspeople de- 
nounce their mayor and praise the 
schoolmaster, she will echo them to a 
word without asking why. Long years 
of social contact have taught her not to 
tell what is in her mind, but to protect 
herself with subterfuge. She knows 
that “rest rooms” are not places where 
people rest; “honeymoon” is not sim- 
ply a bowl of honey; and she has 
learned that if someone asks her to ex- 
plain her conduct, it is wisdom to hide 
all base and ugly impulses just as she 
would hide her own nakedness and give 
the most idealistic motives she can 
think of such as are approved by so- 
ciety. 


| goan psychology has long since in- 
formed us that the normal man or 
woman will go on being clever animals 
and, try as we will, people may not 
eliminate the driving forces of lust, 
fear, anger, elation, hunger, or grief. 
Nor has science found any way to 
extricate man from the subtle and more 
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complex social drives which are mak- 
ing millions today strive for property 
and security, a happy home and family, 
power and position, social approval, 
and widespread and lasting fame. Miss 
Public is forced up or down by these 
driving social forces, and wise is that 
interviewer who keeps them in mind 
when he attempts to delve into the 
multicolored panorama of her mind. 

“Good morning, Miss Public,” com- 
mences the investigator, “I am from 
the Infallible Survey Corporation, and 
I would like to ask you a few questions. 
First, I want to know if you would 
prefer to have the government own and 
operate the hat shops of this country, 
or a private firm such as you have 
locally ?” 

Miss Public searches her experience, 
what she has read, how she has been 
treated, her social progress, and what 
people say about hat shops. She won- 
ders what will give her most benefits 
in the future. She recalls friction with 
the manager’s wife, thinks enviously 
of the manager’s large house, his ac- 
tivity in the last popular election. Then 
Miss Public nods her head. It is always 
a pleasure to see the enemy of one’s 


security or ego take a tumble. 

¢ ‘I cAN’T see that it will make much 
difference,” she answers. “Our 

local firm has been here a long while 


and has made lots of money. Maybe 
it’s time someone else had a chance,” 

“Very good,” says the survey man, 
“You are for government. Now, I’m 
coming to the matter of why you think 
as you do. I’ll ask a question about that, 
Tell me, Miss Public, do you think the 
price of hats is too high, too low, or 
just about right?” 

Again, Miss Public searches experi- 
ence. She thought nothing about price 
when last she bought a hat, but Blank 
firm is in an expensive location, and the 
newspapers reported large surplus 
earnings. Also, Mrs. Red and Mrs, 
Blue said they were charged too much 
and Congressman Rinkum had said 
the people should own all hat shops be- 
cause God gave people goose pimples. 
Said Miss Public, “I think the price is 
too high.” 

“Good,” comments the survey man. 
“Now, here’s another one. Do you 
think the government could make hats 
any cheaper than your local company?” 

How silly, thinks Miss Public. The 
government just loaned seven billions 
to Europe. Why shouldn’t the govern- 
ment make hats as cheap as it pleases. 
“Certainly,” she answers confidently. 

The survey man nods. “Now, here’s 
another one. Which method of making 
hats is the most expensive—the Syllo- 
bian-Rathdrum type press or the rosco- 
verter type?” 


4 


“.. it is known that government employees who receive 

q electricity at no cost at all are frequently rebellious and 
would willingly pay good money to enjoy the service of a 
private utility. It has been said before, if a man likes a thing, 
be it maid or automobile, no price is too great. If he dishkes 
it, any price is too great. The numerous rate reductions of 
past years have not produced a proportionate ratio of satis- 
faction to give rates overemphasis.” 
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To this question Miss Public shook 
her head, so the survey man marked 
down “no opinion” and gave another 
question, ad finem. 

Where does all this lead, and did the 
survey benefit the hat manufacturer? 


eS the manager, these percentages 
regarding opinion showed how 
many Miss Publics in each hundred 
would vote him out of business. That 
part of the survey was all right. Ac- 
curacy of numbers could almost be 
guaranteed. The manager was worried. 
To his high priest, the advertising 
agency, he hurried for advice, and to- 
gether they looked over details of the 
survey to learn that out of the mouths 
of babes, service seemed excellent, but 
prices were misunderstood, and years 
of education regarding the relative 
merits of Syllobian-Rathdrum presses 
had slid like water off a duck’s back. 
Now, instead of seeking to lower the 
price of hats, instead of admitting a 
lack of pedagogical skill and ceasing to 
educate the public regarding Syllobian- 
Rathdrum presses, they agreed, as do 
most egotists, that the consumer was 
dumb, and still more public education 
was needed. To the reader’s mind may 
come this question: 

Just why did management wish to 
dominate the investigation and pre- 
scribe limitations to the range of in- 
quiry in the first place? Did he want 
information, or was he seeking evi- 
dence? Why does any manager so often 
follow the folklore which for two gen- 
erations has been peculiar to his indus- 
try, when that very folklore has been 
the major contribution to the indus- 
try’s unpopularity ? 

Perhaps management does not have 
full confidence in the ability of re- 


145 


search organizations, and it is to be 
admitted that in a search for truth, men 
of science and inquiry are as scarce as 
Zeros in North Africa. Too often, the 
man with promotional ability and busi- 
ness acumen gains national attention 
in short order while his contemporary 
who is qualified to weigh distant 
planets and who defines the pathology 
of belief, or discovers how we lose our 
emotional acquisitions, is unknown. 

A successful research man of the 
business world, despite his necessary 
and very plausible egotism, is not usual- 
ly too competent in the field of investi- 
gation. To start with, the extremely 
self-satisfied will not even attempt to 
think. In the second place, fluency of 
language very often supplants objec- 
tive, penetrating thought. It fools peo- 
ple. And if fluency of language is 
coupled with good memory, ninety-nine 
people out of a hundred conclude that 
he is brilliant in everything. But there 
is more to research than a smooth sales 
presentation or a thousand calls at the 
door of the consumer. Memory, evalua- 
tion, invention, verification, disassocia- 
tion, and conclusions are all important 
parts of the thought process and who is 
it, talking to an agent across the table, 
can distinguish one mental quality from 
another? A happy day will it be when 
all agencies that set themselves up as 
advisers to the human race will be com- 
pelled by law to give a breakdown of 
the range of their abilities. 


i first rule, then, in making a 
survey, is to hire a competent in- 
vestigator. Our second rule is to let 
the investigator alone and give him a 
free hand. Just as the patient with a 
bad case of halitosis is not expected to 
tell his physician what remedies he pre- 
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Analysis of Customer Opinion 


ce 


.. a sound analysis of customer opinion must weigh the possibility 


that some customers do not think about their utility service fairly. Some 

do not think coherently. Some do not even think at all—and the mere 

asking of a question such as, ‘Do you think rates are too high?’ is likely 

to evoke, if not actually inspire, an expression of curbsione opinion 

based on snap judgment which may grow into a set prejudice in the case 
of a given individual.” 





fers to swallow, neither should a man- 
ager who has lost customers by faulty 
judgment and deliberate neglect feel 
qualified to supervise an investigation. 
We may even go so far as to suggest 
that the client keep his identity hidden 
from the research agent if only to 
eliminate the aroma of domination. 
The third point in making a survey 
is to see that the questionnaire covers a 
sufficiently broad field. Tradition leads 
each industry to reach into its folklore 
and ask the consumer a limited number 
of questions about rates, service, taxa- 
tion, and pathological buncombe which 
tests the firm’s past educational efforts. 
This has characterized the utility in- 
dustry for years. Questions are posed 
about kilowatt-hour data, taxes, and 
precise costs which people would not 
consider on their own initiative once 
in a hundred years, while the major 
human drives are glaringly ignored. It 
is no wonder that the masses move in 


one direction while the public relations 
of many a utility tugs off helplessly in 
another. 


I it not far better to include in our 
consumer research efforts the sev- 
eral motives that govern the customer? 
It is well to know how many people in 
each hundred are actually dissatisfied 
with the business transaction and de- 
sire better service, more favorable poli- 
cies, or a cheaper product. But rates as 
a motive for prejudice may be very 
much overestimated. The very tend- 
ency of people to echo what is popu- 
larly accepted and hide baser motives 
is sufficient to inspire deeper inquiry. 
Utility managers may well puzzle over 
the fact that once in a blue moon gov- 
ernment systems, charging 5 cents, 
7 cents, or 13 cents per kilowatt hour, 
produce satisfied customers while pri- 
vate operation in that same general 
area, charging 2 cents per kilowatt 
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hour, now and then produces dissatis- 
fied customers. 

Again, it is known that government 
employees who receive electricity at no 
cost at all are frequently rebellious and 
would willingly pay good money to en- 
joy the service of a private utility. It 
has been said before, if a man likes a 
thing, be it maid or automobile, no 
price is too great. If he dislikes it, any 
price is too great. The numerous rate 
reductions of past years have not pro- 
duced a proportionate ratio of satis- 
faction to give rates overemphasis. Nor 
do people favoring Federal ownership 
because of low rates yield the advan- 
tages of municipal control, with rela- 
tively higher rates. Nor is there evi- 
dence that the consumer pursues this 
rate interest once the community has 
gone to government ownership. No, 
rates are not the major cause of preju- 
dice. We must continue. 


H™ many people are sufficiently 
selfish to want security, higher 
' wages, better working conditions, 
greater opportunity, or suitable em- 
ployment and turn hopefully to govern- 
ment? How many are already loyal to 
government as an employer? How 
many people with strong civic bent de- 
sire a new source of community reve- 
nues, an answer to general unemploy- 
ment through new industries, consid- 
eration for unhappy social problems ? 
Now, in the field of prejudice, how 
many people in each hundred are en- 
vious of the firm’s wealth, its prestige, 
its privileges, its power ? How many re- 
sent what they suspect has been viola- 
tion of fair play—dishonesty, untruth, 
and manipulations? How many people 
have received social discrimination at 
the hands of local influentials in the 
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utility’s employ, have been outma- 
neuvered, are envious of some individ- 
ual employee’s success, or has experi- 
enced an unanalyzed clash of personali- 
ties ? How many people, whose relations 
with the firm are uneventful, have been 
otherwise influenced by the demagogue, 
or a neighbor who has whispered “rob- 
ber,” or “high handed”? Attitude is 
often set by a mere trifle. Once it is 
established, the mind accumulates evi- 
dence to support that attitude. 

Again, how many people in each 
hundred adopt attitudes without any 
sound argument, who are zealots and 
crusaders, who take up a cause as an 
outlet and are pushed by an aggravated 
endocrine system? How many may be 
classed as little better than intellectual 
imbeciles because they follow like blind 
sheep the party leader, or the rumblings 
of the crowd? 


HESE are some of the vital ele- 

ments that our research efforts 
should include if we would understand 
the attitude of a customer. The answers 
to these questions are not easy. One 
thing is certain, however, and it points 
to more comprehensive surveys as the 
answer to any program which asks 
what can be done to make secure the 
contentment of the voter and the se- 
curity of the firm. Instead of wasted 
time and effort to educate the customer 
as to the relative merits of hydro and 
steam generating systems, the precise 
cost of kilowatt hours, and the ponder- 
ous supposition that utility taxes are 
more important than the taxes of five 
thousand other industries, recognition 
of impulses common to all men will 
make capital and labor as snug as two 
peas in a pod. Not only will such an 
understanding bring money into the 
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firm’s coffers, but it will indeed make 
for what seventy million people call a 
more understanding group of man- 
agers and a better, happier world. 

In short, a sound analysis of cus- 
tomer opinion must weigh the possi- 
bility that some customers do not think 
about their utility service fairly. Some 
do not think coherently. Some do not 
even think at all—and the mere asking 
of a question such as, “Do you think 
rates are too high?” is likely to evoke, 
if not actually inspire, an expression of 
curbstone opinion based on snap judg- 
ment which may grow into a set preju- 
dice in the case of a given individual. 


Saeco the customer opinion 
analyst and the company which 
employs him must not overlook the 
fact that individual opinion flowers ac- 
cording to accidental combinations of 
circumstances which often have little 
to do with the merits or demerits of the 


question at issue. It often “hatches in 
batches” under the sponsorship of key 
personalities such as the organized fol- 
lowing of union leadership, political 
leadership, clerical leadership, and what 
have you. A man who joins the Com- 
munist party, for example, discovers 
that he has a whole range of attitudes 
and opinions already manufactured for 
him, touching everything from free 
lunches for school children to the 
recognition of the Spanish government. 
Controlling or “selling” a handful of 
such key personalities in a given com- 
munity can become the difference be- 
tween mass popularity or unpopularity 
of a utility and its policies. As a well- 
known ladies’ dress designer once said 
in prewar days, “I care not who writes 
the nation’s songs; but give me the ex- 
clusive right to gown the ten best 
dressed ladies in town and I will sell 
more women’s clothing than all my 
competition put together.” 





Primitive Telephone Exhibited 


Pe sinipten telephone which an ancient Indian ruler in 
Peru used more than a thousand years ago in his palace 
has been placed on exhibition in New York city in a collection 
of Peruvian antiquities in the art department of the Official 
Commercial Agency of the Peruvian Industries. 

The telephone is believed to be the earliest kind of its type 
known, according to Louis Bonnard, director of the agency. It 
consists of the necks of two gourds. One end of each is covered 
with hide through which the end of a cotton cord about 150 
feet long is inserted and then knotted inside. When the string 
was stretched taut, the device served as a means of vocal com- 
munication, Mr. Bonnard said. 

The source of the hide has not been determined—it may even 
be human skin. The device was found in place in the ruins of 
Chan-Chan, a community near Trujillo, built between 300 and 
600 AD, by the Chimus. 
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The Shipshaw Power 
Development in Canada 


In the April 29th issue of this magazine appeared a 

highly complimentary article on the Shipshaw proj- 

ect and its background. Here is a more critical 
analysis. 


By JOHN MAIN COFFEE 
U. S. REPRESENTATIVE FROM WASHINGTON 


New York Times reported that 

a power project was being built 
in Canada by the Aluminum Company 
of Canada, Ltd. The project, known as 
the “Shipshaw”’ development, was be- 
gun in 1941 but was kept secret until 
1943. The Times reported that the 
project was already paid for by ad- 
vances for aluminum made by the 
United States. 

By a series of four contracts, two 
in 1941 and two in 1942, Metals Re- 
serve Corporation of the United States 
agreed to advance the Aluminum Com- 
pany of Canada, Ltd., a total of $68,- 
500,000 as a down payment on 1,370,- 
000,000 pounds of aluminum, to be de- 
livered by the end of 1945. The 1942 
contracts superseded the 1941 contracts 
and provided that no interest should be 
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paid on any part of the huge advance. 
The power project being built on the 
Saguenay river in Quebec province is 
to cost about $65,900,000. The ad- 
vance of the United States, therefore, 
nicely covers the cost of Shipshaw. 

The financial arrangements involv- 
ing this particular project are interest- 
ing and unusual. People from all over 
the United States are asking how it 
happens that a Canadian company can 
obtain such favorable treatment from 
Metals Reserve Corporation, a sub- 
sidiary of the Reconstruction Finance 
Corporation, when the RFC is so 
tough on loans to businesses in this 
country. 


N examination of the contracts en- 
tered into by Metals Reserve and 
the Aluminum Company of Canada 
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(Alcocan) discloses that the interests 
of Alcocan are very well protected in- 
deed. If the contracts are canceled be- 
fore the $68,500,000 advance is 
amortized by the delivery of aluminum 
to the United States, Alcocan is not re- 
sponsible for the balance of the ad- 
vance. There are escalator clauses in 
the contracts to allow for increases in 
price to be paid for aluminum accord- 
ing to increases in labor costs and in 
transportation costs. 

The price eventually to be paid by 
the United States is 15 cents a pound 
for 80 per cent of aluminum delivered, 
and 17 cents a pound for 20 per cent. 
That 20 per cent will be used in lend- 
lease. The very interesting provision 
that 17 cents be paid for lend-lease 
aluminum is evidently meant to peg the 
price of aluminum on the world mar- 
ket. 

The contracts enabling Alcocan to 
finance construction of the Shipshaw 
project are not the only items of in- 
terest. Canadian papers have made 
much of the large size of Shipshaw. 
Proud comparisons have been made be- 
tween Shipshaw and the huge Boulder 
dam in this country. Construction of 
the Canadian project has required at 
times the employment of as many as 
10,500 men; over 1,000,000 cubic 
yards of cement will have been used and 
many thousands of tons of steel and 
copper. Where were the materials for 
this huge project obtained? Investiga- 
tion has disclosed that some materials 
have been obtained from the United 
States. 

The construction of over 4,000,000- 
kilowatt capacity has been stopped in 
this country by WPB. About half of 
that has been public, about half private. 
The cry has been that there is a great 


shortage of critical materials, yet we 
know materials have gone to Shipshay, 

Actual products originally meant for 
projects in this country have not been 
diverted to Shipshaw. What has hap. 
pened is that materials meant for cer- 
tain projects in this country have been 
taken out of the production schedules 
of the few machine shops capable of 
manufacturing large electrical equip- 
ment. Fabrications for Shipshaw have 
gone into production schedules. 


— for two generating units for 
the Grand Coulee project in 
Washington were well on the way to 
completion in the Mesta Machine Com- 
pany plant at Pittsburgh when a WPB 
stop order removed them from con- 
struction schedules. Donald Nelson, 
chairman of the War Production 
Board, has admitted tnat generator 
and turbine shafts for the Shipshaw 
power development were placed in the 
production schedules of two American 
firms. In other words, men and ma- 
terials and time that could have gone 
into the construction of the American 
projects were placed on construction of 
the Shipshaw project, owned by the 
aluminum trust in Canada. In addi- 
tion, in October of 1942 certain ma- 
terials to go to Shipshaw were given 
priority of AA-1 which at that time 
was higher than the AA-3 generally 
granted power projects in this country. 

While the Shipshaw project was get- 
ting such favorable treatment at the 
hands of the War Production Board 
and the Reconstruction Finance Cor- 
poration, construction of many power 
projects in this country, vitally needed 
for the effective prosecution of the war 
production effort, was being stopped. 

Grand Coulee project has been men- 
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Shortage of Electricity Due to WPB 


“eee all over the country have suffered because con- 

struction of needed generating units, some publicly owned, some 

privately owned, has been stopped by WPB. There is evidence to show 

that some Army camps have been inadequately served with electricity, 

because plants serving the camps have not been able to effectuate addi- 
tional generating capacity.” 





tioned above. At Grand Coulee, a dam 
and power house are already built to 
hold three new generating units—units 
7,8, and 9. The construction of these 
units has been authorized by Congress, 
but their construction has been stopped 
bya WPB order. Each unit had a rated 
capacity of 108,000 kw. All existing 
capacity is now being used and new 
loads are being located in the area. 
Need for the additional units is very 
great. 

Davis dam, on the Colorado river 
below Boulder, would have had an in- 
itial installation of 180,000 kw which 
would have augmented the supply of 
power in southern California, southern 
Nevada, and Arizona, where large war 
plants are located. Congress had ap- 
propriated $8,000,000 for construction 
which was proceeding under low priori- 
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ties. The project has been abandoned 
and must, in the future, start from 
scratch. 

Construction was stopped on units 
of the Central Valley project in Cali- 


fornia. Keswick dam on the Sacra- 
mento river would have been in opera- 
tion in the spring of 1944. Three 25,- 
000 kw units were cut out. The need 
for power in this area is particularly 
acute because of the fuel oil shortage. 
Two Keswick units would replace 
about 800,000 barrels of fuel oil annu- 
ally. Construction of unit No. 5 of 
Shasta dam, with 75,000-kw capacity, 
scheduled to come into operation in 
1944, was also stopped. 

Work on the third generating unit 
of Douglas dam and the third gener- 
ating unit at Cherokee dam, both in 
east Tennessee (part of the TVA), 
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was stopped last December. Each unit 
would have produced 30,000 kw. 


HESE are some of the larger proj- 

ects affected by War Production 
Board stop orders. Municipalities all 
over the country have suffered because 
construction of needed generating 
units, some publicly owned, some pri- 
vately owned, has been stopped by 
WPB. There is evidence to show that 
some Army camps have been inade- 
quately served with electricity, because 
plants serving the camps have not been 
able to effectuate additional generating 
capacity. 

It is recognized that a shortage of 
certain critical materials does exist. It 
is obvious that some power plant con- 
struction must be stopped in order that 
more essential construction go on. It 
is probable that there will be some in- 
equities in the granting of priorities, 
and so forth. But when construction of 
badly needed projects in this country, 
many of them capable of furnishing 
power for the production of aluminum, 
many of them essential to other forms 
of war production, many of them in- 
tegral parts of irrigation systems, is 
stopped while priorities and all good 
favor is given to a project in Canada 
owned by a branch of the huge inter- 
national aluminum trust, it is time 
voices were raised in question and in 
protest. 

The Shipshaw project in Canada, 
financed with cost-free United States 
money and built in part with materials 
procured from the United States, has 
been given further favored treatment 
by the Canadian government. Through 
“accelerated depreciation,” Canada has 
agreed to write off 60 per cent of the 
cost of the project for tax purposes, the 
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theory being that after the war the 
project will not be useful to the Alu. 
minum Company of Canada. 

The president of Aluminum Com. 
pany of Canada, Ltd. (Alcocan), has 
expressed the fear that after the war 
there may not be a market for all the 
aluminum produced now for war pur- & 
poses. If there is going to be aluminum 
produced after the war, however, who 
is going to produce it? Why Alcocan 
is! Alcocan, with its power facilities 
already paid for by the United States 
and freed of the majority of its taxes 
by Canada, can undercut any producer 
of aluminum in the world. 


ig would be well to identify “Alco- 
can.” Alcocan is a wholly owned 
subsidiary of “Aluminum, Ltd.” Alu- 
minum, Ltd., was formed in 1928 to 
develop the foreign holdings of the 
Aluminum Company of America. It 
was organized in Canada where it 
would be out of reach of the antitrust 
laws of the United States. The presi- 
dent of Aluminum, Ltd., is the brother 
of the president of Alcoa. The major- 
ity stockholders of Alcoa and of Alco- 
can are identical. Alcocan is just Alcoa 
in Canada! 

These companies and several chemi- 
cal concerns were partners with I. G. 
Farbenindustrie before the war in de- 
veloping and marketing light metals. 
There is no reason to doubt that these 
companies will again codperate in an 
attempt to control the light metals mar- 
ket after the temporary inconvenience 
of the war has been removed. The huge 
power project owned by the Canadian 
branch of the international aluminum 
monopoly quite probably would enable 
it to manipulate the world market as it 
sees fit. 
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THE SHIPSHAW POWER DEVELOPMENT IN CANADA 


Congress is interested in ferreting 
out all the facts in connection with the 
Shipshaw power project in Canada, 
for several reasons. In the first place, 
Congress should know whether or not 
the taxpayers’ money is being used, 
under guise of war necessity, to finance 


™ facilities that will enable one of the 


most powerful monopolies in the world 
to strengthen its position. Congress 
has authorized the Defense Plant Cor- 
poration to construct aluminum plants 
in this country, many of them high- 
cost. Most of the plants are being man- 
aged by Alcoa. After the war, with 
competition of Shipshaw-powered 
plants, the plants owned by the govern- 
ment will be worthless, 

Reynolds Metals, Inc., Alcoa’s chief 
competitor, has prepared statements 
comparing the treatment Alcoa has re- 
ceived from several of our government 
agencies with that received by 
Reynolds. It appears from these that 
Alcoa has consistently received the bet- 
ter treatment. If it is true that Alcoa 
has influence with the right people in 
the right places, who are using their 
power to help that monopoly maintain 
its position, Congress should certainly 
be apprised of the fact. 


B Roope is every indication that some 

of the power projects stopped in 
this country by the War Production 
Board could have been completed by 
the end of 1943, when Shipshaw will 


be complete. Their power output could 
have gone into aluminum production 
quite as well as could the power at Ship- 
shaw. The transactions resulting in all 
aid to Shipshaw and delay to our proj- 
ects are of great importance to Con- 
gress. 

I introduced House Resolutign 212 
and it was referred to the Committee 
on Rules. That resolution provided 
for the establishment of a special con- 
gressional committee to investigate the 
procurement of power for war pur- 
poses. After preliminary investigation 
the Rules Committee asked that I 
amend my resolution to restrict it to an 
investigation of Shipshaw. The desired 
amendments were made in House 
Resolution 272 and I shall present it 
for consideration by the Rules Com- 
mittee immediately upon the termina- 
tion of the congressional recess. Let- 
ters and resolutions have been received 
from all over the country urging im- 
mediate investigation of the Shipshaw 
project. 

Under the resolution the special 
committee to be established would have 
power to subpoena witnesses and docu- 
ments and would be able to get to the 
bottom of the situation and disclose 
who is responsible for the policies and 
practices resulting in short-circuiting 
of power projects in this country in 
favor of the Shipshaw power project 
for an international aluminum mo- 
nopoly. 





q “WE must preserve intact as a vital living force among our peo- 
ple the Bill of Rights. The censorship of news should be limited 
to war matters. The power of the Federal government should 
not be used to intimidate or coerce those who speak in opposi- 


tion to our public officials.” 


—Joun W. BRICKER, 
Governor of Ohio. 
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The Washington Power Octopus 
Feels a Cold Breeze 


In the opinion of the author the national wind seems 

to be blowing back in the direction of “‘states’ rights” 

in public power management as in other phases of 
our economic life. 


By LARSTON D. FARRAR 


ouR little straws in the wind, 
BH wii not furnishing complete 

proof of a shift in national think- 
ing regarding Federal ownership and 
operation of public utilities, certainly 
seem to portend a trend that is gather- 
ing momentum over the nation. 

The trend appears to be toward more 
state, or local, rule of the utilities 
which go out of the hands of private 
operators and into the hands of gov- 
ernmental bodies. As in other phases 
of our life today, there is a demand 
(although it is admittedly a small one 
at the present) that states’ rights be 
exercised to see that when the people 
take over a power system, it is operated 
by, of, and for the people in the dis- 
trict, or state, in which it is located. 

First of the straws in the wind 
sprouted early this year in Tennessee, 
where only one important private utili- 
ty is in existence. It is the East Ten- 
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nessee Light & Power Company, 
a subsidiary of Cities Service Corpora- 
tion, which serves the six most pros- 
perous farming counties in Tennessee. 
As is well-known, Cities Service will 
probably have to divest itself of its “un- 
integrated” properties under the Hold- 
ing Company Act. Since it is difficult 
‘or an isolated little property down in 
Tennessee to be “integrated,” the 
ETL&P Company must be cut off. 
With headquarters at Bristol, Va- 
Tenn., only 130 miles from Knoxville, 
home of the TVA (which, incidentally 
is building two dams within a stone's 
throw of the ETL&P Company's 
main offices—the Watauga and the 
Holston dams), the East Tennessee 
Light & Power Company has been on 
the spot, if not on the block, for some 
months. It has appeared likely that 
TVA might want to take over this 
private property and complete its 
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THE WASHINGTON POWER OCTOPUS FEELS A COLD BREEZE 


domination of Tennessee. Thus far, 
nothing of the sort has transpired, al- 
though there is much activity in that 
section among some public power ad- 
yocates who are convinced TVA has 
the copyright on the only desirable 
brand of public ownership. 


AS one answer to the problem of what 
is to become of the East Tennes- 
see Light & Power Company, a group 
of citizens went early this year before 
the Tennessee legislature. They pro- 
posed that a district, to be known as 
the “East Tennessee Utility District,” 
be formed to negotiate with the power 
company and purchase it outright— 
lock, stock, and barrel. 

Under the proposal, the public utili- 
ty district would be headed by several 
outstanding citizens and a board of 
directors chosen from the six counties. 
These men would receive only nominal 
salaries and would be bound to retain 
the present management of the com- 
pany to manage the enterprise. The 
“district” would be incorporated as a 
body politic and corporate with power 
of perpetual succession, but without 
power to levy or collect taxes. 

It would be, of course, the sole 
agency in its district empowered to dis- 
tribute electric power and natural gas, 
or to carry on other activities normally 
connected with the operation of the ex- 
isting electric power company. Stu- 
dents of the bill and its history before 
the Tennessee legislature, which re- 
fused to pass it, say that it would have 
accomplished these objectives : 


l IT would have given the citizens 
* of the district public ownership 
of their utility, but direct ownership 
instead of indirect, or Federal, owner- 
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ship. The latter will be the case, nat- 
urally, when and if TVA or any other 
government agency takes over. 


2 THE bill would have made im- 
e possible the encroachment of the 
TVA (although TVA admittedly has 
a more regional shade of control than 
the Federal projects in the Northwest, 
where control is centralized in Wash- 
ington under the biggest holding com- 
pany on earth—the U. S. Department 
of Interior) upon territory that is 
heavily Republican in its vote. Al- 
though not generally known through- 
out the nation, the six counties served 
by the East Tennessee Light & Power 
Company turn in one of the heaviest 
Republican votes (percentage-wise) 
year after year of any section in the 
nation. 


3 THE transfer of the properties 
e would not have cost the taxpay- 
ers of the counties involved, or Federal 
taxpayers anywhere, one dime, since 
the deal would have been financed by 
revenue bonds which would draw in- 
terest and could be paid for out of 
profits normally to be expected from 
operation of the utility, which would 
show greater profits under the new set- 
up in view of not having to pay Fed- 
eral taxes. 


C is not part of this study to enter or 
espouse partisan argument, but, on 
the surface at least, the Tennessee 
proposal appeared to be, until it degen- 
erated into a political squabble, a rea- 
sonable and practical plan to prevent 
Federal domination of utilities which 
must be sold to the public as a by- 
product of “death sentence” execu- 
tions under the Holding Company Act. 
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Attempts to Federalize Schools 


“sT) URING the days when schools were being made public, at- 

tempts were made to federalize all schools. But the states 

insisted on their prerogatives and, to this day, the Federal govern- 

ment (except through withholding of funds) has not been able to 

control the education of the masses. Is it likely that the Federal 

government will lose control of its public power political machine in 
the same manner?” 





The reason why the proposal was of private utilities, introduced a “home- 


not adopted is that the men who in- rule public power bill,” known as HR 
troduced the bill in the Tennessee legis- 1899, which, if passed, will require the 
lature were Republicans, while the Federal government to sell the Grand 
majority of that legislature is over- Coulee and Bonneville public power 
whelmingly Democratic. The Republi- projects on the Columbia river to 
cans of upper east Tennessee are not Washington state (in the case of 
all anti-TVA, but virtually all the Ten- Grand Coulee) and to Washington 
nessee Democrats are pro-TVA and and Oregon jointly (in the case of 
would vote against any proposal— Bonneville), whenever the states make 
however excellent it may be—spon- satisfactory financial arrangements. It 
sored by Republicans. constitutes the second step in a cam- 
Be that as it may, the fact that the paign to make public power—operated 
proposal was made is our first straw under home rule—supreme in Wash- 
in the wind. It indicates that some ington state. 
people are thinking along local and Under the act, the Federal govert- 
state lines of utility ownership in Ten- ment would be paid net cost of the 
nessee, rather than on national and projects at the time of acquisition, less 
regional lines. depreciation reserves. Financing 
The second straw in the wind took would be by revenue bonds backed by 
place in Congress when the honorable project income, in cash or by a com- 
Fred Norman, Republican from the bination of both. Estimated cost of 
state of Washington, who is no friend each project is now $160,000,000. 
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je first step in establishing local 
supremacy of public power in 
Washington state was the recent pas- 
age of Initiative 12 by the Washing- 
ton legislature (which was recently 
certified for referendum). Under the 
initiative, two or more public utility 
districts may combine to purchase 
private systems covering the areas they 
sve. This opens the way for abolish- 
ment of all remaining private electric 
power companies, 

Mr. Norman, who regards his bill in 
Congress as the heart of a home-rule 
program, described it as the final step 
toward complete home rule by the peo- 
ple of Washington over their hydro- 
electric resources. If it becomes law, 
Mr. Norman predicted, probably it 
will result in a combination of public 
utility districts, or a state public power 
authority, to take over and operate 
both projects. 

“There is little doubt in the minds 
of well-informed persons that the Bon- 
neville and Grand Coulee projects will 
pay out,” Mr. Norman declared, point- 
ing out that Paul Raver, Bonneville Ad- 
ministrator, estimate annual revenues 
of both projects would reach $18,000,- 
000 by July, due largely to war indus- 
tries in that section. Postwar indus- 
trial expansion which will be enabled 
by this power supply and by the area’s 
natural resources will help the projects 
continue to pay their way, the Con- 
gressman believes. 

Chances that the present Democratic 
Congress would pass the bill, or that 
President Roosevelt would sign it, are 
remote. After all, it would amount to 
the enactment of a “death sentence” 
for Secretary Ickes’ biggest holding 
company on earth. The Democrats do 
not relish having their own weapons 
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turned against them. Its introduction, 
however, puts the Republicans on 
record as favoring home rule, an issue 
that gains importance as Federal 
bureaucracy runs wild. Mr. Norman 
and his colleagues from Washington, 
all of whom defeated Democratic rep- 
resentatives last fall, already are on 
record as favoring public over private 
power as a result of indorsing Initi- 
ative 12. 


nN a result, it would seem that Mr. 
Norman is working toward the 
possibility that a popular record at 
home will help elect a Republican Presi- 
dent next year. It has become obvious 
by this time that the major political 
parties have now completely reversed 
their respective historical positions on 
strong centralized government. The 
Republican party, inheriting the Fed- 
eralism of Hamilton, now finds itself 
fighting for states’ rights against a 
Democratic party, which lays claim to 
the Jacksonian tradition of the same 
name. Since, therefore, a change in 
administrations undoubtedly would in- 
troduce a trend toward Federal decen- 
tralization, his bill might become law 
later. This is no 1944 forecast; it 
could happen, that’s all. 

The third straw in the wind took 
place in March in Colorado, when men 
noted for their belief in private enter- 
prise, not public power advocates, in- 
troduced in the Colorado assembly a 
bill to permit the state to take over pri- 
vate utilities, including the Colorado 
Public Service Company, which sup- 
plies 80 per cent of the state’s private 
power. 

Backers of the bill said that the state 
authority created under it would fore- 
stall Federal attempts to set up region- 
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“THE first step in establishing local supremacy of public pow- 
er in Washington state was the recent passage of Initiative 
12 by the Washington legislature (which was recently certi- 


fied for referendum). Under the initiative, two or more 


public utility districts may 


combine to purchase private sys- 


tems covering the areas they serve. This opens the way for 


abolishment of all remain 
panies.” 


al public power authorities, and that 
the authority would continue to pay 
taxes to local governments, different 
from a Federal authority. The au- 
thority would be nonprofit, couldn’t 
ever collect taxes, or pledge the state’s 


credit. 
__ayrecapees image municipal owner- 
ship cities and the older tradi- 
tional advocates of public power are 
fighting the bill on the contention that 
the authority would absorb municipal 
as well as private plants and would 
supersede the rate-making powers of 
home-rule cities. This, of course, is a 
contention made by men who well 
know that the alternative would permit 
the Federal government to increase its 
powers in Colorado by setting up a 
new regional authority. The inference 
is that they would prefer remote con- 
trol from Washington to the real home- 
rule variety. 

The fourth—and most significant— 
straw in the wind appeared in Wash- 
ington, D. C., where more than 300,- 
000 persons taking salaries from the 
Federal government reside. There the 
Secretary of the Treasury, Mr. Mor- 
genthau, the Office of Price Adminis- 
tration, the Office of Economic 
Stabilization, and other public power- 
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ing private electric power com- 


e 


minded groups threatened to take over 
the Potomac Electric Power Com- 
pany which renders electric service in 
the nation’s capital. No law exists 
under which they could carry through 
such drastic action immediately with- 
out litigation. But consider this: 
The home-rule crowd, the real 
Washingtonians, opposed this course. 
The citizens’ federation of Washing- 
ton went on record against such “high- 
handed” procedure. These are the 
people who live in Washington, year 
in and year out—regardless of con- 
gressional sessions or changes of ad- 
ministration, 

Although the citizens didn’t say so, 
through their various closely knit com- 
munity organizations, the implication 
was plain that they have seen enough 
of Federal control. They live too close 
to it. They think the present utility 
in the city of Washington is being 
operated fairly, efficiently, and eco- 
nomically and that it is doubtful that 
the Federal government could do any 
better. At least they can’t see where 
they, the natives, would be any better 
off. 


HESE straws in the wind and re- 
action to them lead observers to 
several obvious conclusions: 
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THE WASHINGTON POWER OCTOPUS FEELS A COLD BREEZE 


1. There is an incipient trend away 
from federally owned and operated 
utilities. The latter has either over- 
reached itself or passed its peak. 

2. Not all the advocates of public 
power have been Simon-pure in their 
attempts to get utilities into the hands 
of the “peepul.” It is now apparent 


that these public power advocates gen- 
erally are not in favor of public owner- 
ship because it will help the people, 
but because it will increase the power 
of the Federal government, thus giv- 
ing it a strangle hold on the politico- 


economic structure of the United 


Congress and state bodies to break up 
the biggest holding company on earth 
and turn the pieces back to state 
bodies, where they can be home-owned, 
and home-operated, and home-en- 
joyed. 

During the days when schools were 
being made public, attempts were made 
to federalize all schools. But the 
states insisted on their prerogatives 
and to this day, the Federal govern- 
ment (except through withholding of 
funds) has not been able to control 





€ over 
Con- States. Soa the education of the masses. Is it like- 
hoya 3. Le the er oes ecw — ly that the Federal government will 
: try still has men who can t - : ; iti 
eaien Pe ‘dean, Allhouainther shaw hie iteds lose control of its public power apes 
rough industries, they still want these indus- machine wy the same nai oncaesil Ales 
with- tries operated for the people, not for all, we don’t want posterity to suspect 
this: Federal “czars” and other desk moguls that, for all our government's fine re- 
seal manipulating strings from Washing- form talk about breaking up and de- 
ton. i icked f Wall 
buree, 4. It is entirely likely, as time goes re — ~ epi presse oa 
hing- on and men become increasingly aware ee ee nee 
‘high- IM of the evils of Federal super concen- Changing the octopus’ address to 
e the tration, action will be taken both by Washington, D. C. 
year ; 
con- 
f ad- New Deal Bureaucracy 
‘aie ae HE musty smell of ... dry rot [of a vested bureaucra- 
aad cy] already spreads from the Potomac to Oregon. Bu- 
com- reaus, bureaus, bureaus ; officials, officials, officials. Not chosen 
ation and elected to the offices by the people, but elevated by executive 
ough appointment to control and to dominate the people, quarreling 
sal among themselves for the favor of their overlord. So many are 
tilt they, so do they teem and swarm in Washington, that a decent 
wad citizen come to the fountainhead of our government, cannot find 
eng the right bureau nor a pillow on which to lay his head when 


eco- wearily he seeks to retire from his confusing experience. 

that “Today, after only ten years of the New Deal, we are regu- 

any lated, ruled, dominated, inquired into, questionnaired, and in- 

iii vestigated by these bureaus. Vital issues affecting our prosper- 
ity, our very existence, are tried before bureaus usurping the 

etter authority of our rightly established courts. In Washington, tf 
you are wronged, you appeal, not to a tribunal of justice estab- 
lished by our Constitution, but to some appointive officeholder 

1 re- of the lame duck variety, enjoying the reward of political serv- 

' tce.” 

cial —Harrison E. SPANGLER, 

Republican national chairman. 
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Wire 


and Wireless 


Communication 


Persons that the House committee 
investigating the Federal Com- 
munications Commission is trying to 
seize the headlines and prevent FCC’s 
side of the controversy from reaching the 
public was made on July 15th by the FCC 
chairman, James Lawrence Fly. He 
made public a memorandum which he 
alleged was prepared as a guide for the 
committee by Robert Humphreys, a re- 
porter for International News Service. 

Mr. Fly, who has had repeated sharp 
exchanges with Chairman Cox of the 
House committee, asserted that the prin- 
ciples outlined in the memorandum were 
“carefully designed to accomplish two 
results,” as follows: 

1. The seizure of the headlines. 

2. By adroit use of the gavel, the effectua- 
tion of the principle that the committee must 
keep the commission’s side of the case from 
reaching the public. 


The memorandum which Mr. Fly dis- 
tributed included a covering note to the 
committee signed by “E.L.G.,” the in- 
itials of Eugene L. Garey, committee 
— The note was dated July 7th. It 
said: 


Annexed hereto for your information is 
a copy of suggestions that were written out 
by a press representative with reference to 
principles that should come within our pre- 
sentation. The man who wrote these sug- 
gestions is Bob Humphreys of International 
News Service. It is the same memorandum 
that I read to the committee at its meeting 
yesterday. 


Among the suggestions made in the 
alleged memorandum were the follow- 
ing: 
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Decide what you want the newspapers to 
hit hardest and then shape each hearing s0 
that the main point becomes the vortex of 
the testimony. Once that vortex is reached, 
adjourn. 

Don’t ever be afraid to recess a hearing 
even for five minutes, so that you keep the 
proceedings completely in control so far as 
creating news is concerned. 

Do not space hearings more than twenty- 
four or forty-eight hours apart when on a 
controversial subject. This gives the oppo- 
sition too much opportunity to make all 
kinds of countercharges and replies by issu- 
ing statements to the newspapers. 


Mr. Humphreys was out of the office 
on vacation and in his absence the Wash- 
ington office of International News Serv- 
ice said that it had no comment. 

Mr. Fly said he could not believe that 
the House ever intended to authorize the 
committee to act in the manner recom- 
mended. 


CTING on the order of President 
Roosevelt, the War and Navy de- 
partments on July 9th refused to trans- 
mit information requested by the House 
investigating committee. Their reply 
stated that production of documents and 
testimony of witnesses relative to the 
proposed executive order transferring to 
the War and Navy departments the radio 
intelligence activities of the commission 
had been forbidden by the President as 
“contrary to the public interest.” 

The investigating committee on July 
10th made public a report and recom- 
mendations by Rear Admiral Stanford 
C. Hooper, USN (retired), and a cor- 
roborating statement from the War De- 
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WIRE AND WIRELESS COMMUNICATION 


partment, deploring as dangerous to the 
country’s war effort the “penetration” of 
the FCC into the field of war communi- 
cations and the attempted “domination” 
of that field by James Lawrence Fly, its 
chairman. 

Admiral Hooper’s recommendations 
were made available to the committee 
prior to the refusal of President Roose- 
velt to permit the codperation of the War 
and Navy departments in the committee’s 
inquiry. Due to the barring by the Presi- 
dent of the appearance of War and Navy 
officials, the Admiral will be unable to 
testify, but the committee in announcing 
the fact accepted “for the record” state- 
ments previously made by him, including 
his memorandum to the Secretary of the 
Navy made public on July 10th, together 
with the corroborating résumé also pre- 
viously made available to the War De- 
partment. 

With the observation that he had 
“nothing to hide,” T. A. M. Craven, a 
member of the Federal Communications 
Commission, on July 20th appeared be- 
fore the Cox committee and promised 
his full codperation in the inquiry. Com- 
mittee Counsel Garey intimated that sen- 
sational evidence would be presented 
with Craven in the witness chair. 

The committee has been balked from 
the beginning by what the chairman 
termed the FCC’s “mutiny” against Con- 
gress, 

He accused Chairman Fly with at- 
tempting to “cover up and smother” 
evidence of the agency’s operations un- 
der the pretext that it was “contrary to 
the public interest” and “confidential” 
material dealing with the war program. 

Craven told the committee that he had 
been warned by Fly not to make disclo- 
sures concerning the FCC’s activities and 
he asked the committee to take responsi- 
bility for asking him to testify at a pub- 
lic hearing concerning matters which 
Fly might declare to be secret. 


* * * * 


bane War Labor Board on July 13th 
ordered wage increases for approxi- 


mately 15,000 Long Lines workers of the 
American Telephone and Telegraph 
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Company to bring their wages up to the 
level of employees of the associated Bell 
system and also to the ceiling allowed 
under the “Little Steel” formula. 

The raises average one cent an hour. 
However, the board approved in Febru- 
ary a wage adjustment agreed on by 
AT&T and workers, and the two boosts 
are intended to total $2 a week. In its 
ruling last month, the board said that if 
any employee fails to get a $2-a-week 
raise as a result of the combined orders, 
he is to be granted enough more to reach 
that total, provided the additional raise 
does not give him a higher wage than 
Bell employees in a similar category. 


* * * * 


| poten problems of international 
communications are being studied by 
an interdepartmental committee, officials 
of the State Department said on July 
15th, in line with the government’s policy 
of exploring now the various phases of 
economic and political questions likely to 
come up after the war. 

No decisions have been reached and no 
recommendations made, it was explained, 
and studies in this field are likely to con- 
tinue for some time. 

Among the questions being considered 
is the possibility of further mergers in 
the American communications field, 
suggested by the recent Postal Tele- 
graph-Western Union merger. Some 
business leaders and government experts 
have taken the view that a merger of 
present competing American companies 
in the field of international communica- 
tions—cable, radio, and telephone— 
would put them in a better position to 
compete with government-controlled or 
subsidized monopolies in other countries. 


x* * * * 


ALTER S. GIFFORD, president of 
American Telephone and Tele- 
graph Company, appealed to stockhold- 
ers and telephone users recently to cut 
civilian use of long-distance lines to aid 
the war effort. 
He also warned that because of the 
abnormal use of communications by the 
government and armed forces, the com- 
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pany “to an increasing extent” is unable 
to meet in full the service requirements 
of civilians. Materials for the manufac- 
ture of new equipment, he emphasized, 
now are virtually unobtainable except for 
war purposes. 

Mr. Gifford’s statement accompanied 
earnings reports for American Tele- 
phone and the entire Bell system, which 
disclosed that despite enormous increases 
in gross revenues, net earnings are not 
fully covering current dividend pay- 
ments. 

He announced that telephone volume 
is establishing new records with each 
succeeding month; that greater use of 
long-distance lines is notable; and that 
between war-busy centers, the increase in 
the number of calls has been unprece- 
dented. He asked for a 5-minute limit on 
long-distance calls in busy periods and 
over congested lines. 


* * *K * 


HAIRMAN James Lawrence Fly, of 

the Federal Communications Com- 
mission, told the Western Union Tele- 
graph Company on July 14th that if its 
proposed merger with Postal Telegraph 
is approved, creating a monopoly of do- 
mestic telegraph systems, this monopoly 
cannot be allowed also to control the bulk 
of international cable and radio mes- 
sages. 

The commission, conducting hearings 
on the proposed merger, was considering 
the division of cable messages among in- 
ternational carrier companies. Disagree- 
ment on this phase of the merger de- 
veloped after commission hearings 
opened early last month. 

RCA Communications, Inc., has asked 
a revision of the existing formula for 
division of such messages, stating that 
after the merger continuation of the 
present system will result in a distribu- 
tion of traffic unfavorable to RCAC. 


eo Ra oe 


Wissen Union and Postal Tele- 
graph companies do not intend to 
file applications in the several states for 
authority to effect the proposed acquisi- 
tion of property by Western Union in 
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those states. A statement to this effect 
was made of record by counsel for West- 
ern Union on the morning of the second 
day of the telegraph merger hearing 
(FCC Docket No. 6517), in response to 
an inquiry by the assistant general solici- 
tor of the National Association of Rail- 
road and Utilities Commissioners. 

Counsel for Western Union indi- 
cated that the companies were proceed- 
ing upon the theory that subsections (b) 
and (c)(1) of § 222, as amended, of the 
Federal Communications Act exempt 
them from obtaining state authority 
when the approval of FCC has been ob- 
tained. These subsections read in part as 
follows: 

It shall be unlawful, upon application to 
and approval by the commission as herein- 
after provided, for any two or more domestic 
telegraph carriers to effect a consolidation 
or merger, .. . the commission shall order a 
public hearing . . . and shall give reasonable 
notice thereof, in writing, and an oppor- 
tunity to be heard, to the governor of each 
of the states. .. . If, after such public hear- 
ing, the commission finds that the proposed 
consolidation or merger... is... in the pub- 
lic interest, the commission shall enter an 
order approving and authorizing such con- 
solidation or merger, and thereupon any law 
or laws making consolidations and mergers 
unlawful shall not apply to the proposed 
consolidation or merger. 


Stockholders of the Western Union 
Telegraph Company and the Postal Tele- 
graph-Cable Company will hold special 
meetings August 10th to vote upon the 
proposed merger of the two communi: 
cations firms. 

In a statement to stockholders, A. N. 
Williams, president of Western Union, 
urged approval of the merger which he 
said “will mean a stronger and more pro- 
gressive telegraph system.” He said he 
believed “the acquisition offers advan- 
tages to all groups concerned, including 
ultimate improvement of the stockhold- 
ers’ investment, better service to the pub- 
lic, and protection to the employees.” 


x * Kk 


be tw Missouri rate-making valuation 
case of the Southwestern Bell Tele- 


phone Company was scheduled to resume 
at Jefferson City on July 27th, following 
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adjournment of the state public service 
commission’s opening hearing on July 
12th. 

In one afternoon the commission re- 
ceived evidence which normally would 
require four to six weeks of testimony. 
This resulted from the telephone com- 
pany’s agreement, in a stipulation, to ac- 
cept the commission engineers’ findings 
on several major valuation elements. On 
some of these elements, the estimates of 
the commission and the company engi- 
neers had been only about 3 per cent 
apart. 

The commission decided, in the present 
case, to exclude consideration of the 
reasonableness of rates, and to devote the 
inquiry to matters of valuation only. It 
reserved the right to institute rate in- 
quiries as to any or all of the company’s 
exchanges, in cities and towns, at the con- 
cusion of the valuation hearing. 


* * * xX 


LL telephone companies in Michigan 

have agreed to reduce their “over- 

time charge” on long-distance calls with- 

in the state and to abolish their 10-cent 

“report charge” on calls not completed, 

the Michigan Public Service Commis- 
sion announced recently. 

“The changes will be effective August 
Ist,” said Gilbert T. Shilson, commission 
chairman. “The saving to customers will 
be about $310,000.a year.” 

Shilson said the reduction in overtime 
charges will place intrastate toll calls on 
the same level as interstate calls. Over- 
time, now costing one-third of the regu- 
lar rate, will be reduced to one-fourth of 
the regular rate. Shilson said: 

The Michigan Bell Telephone Company 
and the major independent companies agreed 
to the change. Michigan Bell contended that 
it has a return of only 4.29 per cent on its 
investment and that no cut in rates is justi- 
fied, but acceded to the change to harmonize 
its interstate and intrastate practices. 


George M. Welch, president of Michi- 
gan Bell, said “long and complicated 
studies” would be needed to prove the 
reduction unjustified. Welch said: 


In view of the man-power shortage and 
the necessity of concentrating upon the job 
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of meeting Michigan’s war-time telephone 
needs, the company has decided not to insist 
upon such studies at this time. The com- 
pany still believes that basic facts warrant a 
differential between intrastate and interstate 
long-distance rates. It recognizes, however, 
that there is merit to the proposal that 
practices relating to the two types of serv- 
ice should be alike. 


Shilson said Michigan Bell customers 
would save $188,000 a year on overtime 
charges and $81,000 on report charges. 
Customers of connecting companies will 
save $31,000 and $10,000, respectively. 


x * * * 


OLLOWING repeated conferences be- 

tween company officials and the com- 
missioners, the Wisconsin Public Serv- 
ice Commission on July 10th announced 
a reduction of approximately $250,000 a 
year in long-distance telephone rates be- 
tween points within the state. The reduc- 
tion is effective September 1, 1943. 

The 438,000 subscribers of the Wis- 
consin Telephone Company, as well as 
the 177,000 subscribers of the independ- 
ent companies, will share in the reduc- 
tion, which principally affects intrastate 
long-distance calls in excess of 42 miles. 

The conferences which have: culmi- 
nated in this substantial rate reduction 
extended over a period of almost a year. 
The commission, on its own motion, re- 
cently issued an order launching an in- 
vestigation of the alleged discrimination 
between intrastate and interstate>tong- 
distance toll charges. The commission 
sought to ascertain why the Wisconsin 
Telephone Company had not reduced its 
rates to conform in whole or in part with 
the reduction made in the long-distance 
rates of the American Telephone and 
Telegraph Company. 


* * * * 


Me General William H. Harrison, 
who has been appointed chief of 
procurement and distribution service of 
the Army Signal Corps, resigned on 
July 13th as vice president of the Ameri- 
can Telephone and Telegraph Company 
and severed all connections with that or- 
ganization. He has been on leave of ab- 
sence from AT&T since July, 1940. 
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Financial News 


“Bull Market’ in Utilities Dis- 
counts Favorable Political 
Developments 


A indicated in the chart on page 165, 
utility stocks have advanced some- 
what faster than industrials in recent 
markets, though they still have a long 
way to go to recover the levels of former 
years. Holding company preferred 
stocks have in many cases enjoyed re- 
markable advances—witness the jump 
in Electric Power & Light second pre- 
ferred from 2} last year to 553 recently. 
Second-grade utility bonds have ad- 
vanced nearly one-third, on the average, 
from their 1942 lows. Highest-grade 
issues gained only 6 per cent, but in 
many cases call prices limit further ad- 
vances and many bonds now seem rela- 
tively unattractive on a yield basis as 
compared with Treasury issues. The 
present change in market psychology 
may be explained as follows: 

In the spring of 1942 holders of util- 
ity securities feared that the Morgen- 
thau tax proposal for a 55 per cent com- 
bined income and surtax rate would 
squeeze out much of the remaining 
profits for junior or leverage issues. It 
was also feared that the SEC might force 
“sheriff's sales” of numerous operating 
subsidiaries of holding company systems 
at distress prices, based on the tax-de- 
pleted earnings and prevailing low price- 
earnings ratios. But Congress rejected 
the 55 per cent proposal and made some 
special concessions to the utilities. Tax 
rates enacted in 1942 have been allowed 
to continue for 1943. A Treasury 
spokesman recently stated that corpora- 
tion taxes will probably not be substan- 
tially increased next year. 
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and 
Comment 


By OWEN ELY 


Investors’ fears of drastic SEC action 
have also been relieved. The political 
“turn to the right” indicated in the No- 
vember election returns has been supple- 
mented by the recent action of Congress 
in curtailing or criticizing the activities 
of certain Federal agencies. The trend 
of local election results has been against 
public ownership. Bills have been intro- 
duced in Congress to modify §11 of the 
Utility Act. 

Whether or not this has had any effect 
on SEC policies, the commission seems 
to be proceeding cautiously toward the 
exercise of its more extreme powers 
under §11. 

Improved codperation between hold- 
ing company executives and the commis- 
sion seems to be developing. SEC Com- 
missioner O’Brien recently gave an “off 
the record” talk before a luncheon forum 
of the New York Society of Security 
Analysts, attended by nearly three hun- 
dred Wall Street men interested in util- 
ity problems, and answered a number of 
questions propounded in advance by the 
members. 


_—o mechanics for exchanging prop- 
erties between systems to expedite 
geographical integration is becoming 
clarified, and voluntary plans for hold- 
ing company dissolution seem to be pro- 
gressing faster than previously. The 
SEC has unexpectedly granted Electric 
Bond and Share permission to retire ad- 
ditional preferred stock, clarifying its 
policy with respect to such retirements. 

Current trends have proved wunex- 
pectedly favorable. The special features 
of the 1942 tax bill resulted in sharp 
gains in the earnings of some holding 
companies, Operating companies are be 
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ginning to report current monthly or 
quarterly gains in net compared with last 
ear. 
, Current output is running about 17 per 
cent over last year’s level. Consolidated 
Edison has “caught up with the proces- 
sion” due to sale of a huge block of 
power to a newly constructed aluminum 


plant. 


ATIONING of electricity has proved 
| * sameness though a voluntary pro- 
gram to urge the public to lessen unnec- 
essary consumption is under discussion. 
Many utilities have reduced operating 
costs, and personnel lost to the armed 
forces has not been replaced in many 
cases. 
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Regarding the future trend, there are 
several reassuring factors. Those com- 
panies now paying excess profits taxes 
will find this a stabilizing factor. The 
utility industry has no problem of con- 
version from war to peace. Since most 
of the power sold to munitions factories 
yields a low rate of return, loss of such 
business will not prove serious. But, on 
the other hand, current market optimism 
tends to minimize the many important 
problems still confronting the industry, 
particularly in the regulatory field, and 
to discount consummation of present po- 
litical trends. Naturally, any failure to 
realize these political objectives may 
lead to future market setbacks for util- 
ity securities. 
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National Power & Light 


(Eleventh in a series of articles on 
holding companies.) 


ATIONAL Power & Light has made 
the greatest progress toward dis- 
solution of any of the Electric Bond and 
Share subholding companies. Its bond- 
ed debt has been retired and the $6 pre- 
ferred has been reduced to only 12,000 
shares. To effect this reduction the stock 
of the second largest subsidiary, Hous- 
ton Lighting & Power, was disposed of, 
part of the issue being tendered to 
preferred stockholders in exchange for 
their holdings, and the balance being 
sold through a banking group. 

A logical step to raise cash to dispose 
of the remaining preferred would be sale 
of some portion of the 16,806 shares of 
Carolina Power & Light preferred held 
in the treasury (quoted around 113). 
Possibly some cash can also be realized 
by dividends from subsidiaries. The way 
will then be cleared for distribution of 
the other stock holdings to the common 
stockholders. Our estimate of the pos- 


& 


sible liquidating value of the common 
stock, based on such distribution, is jp. 
dicated in the accompanying table. | 
works out at 8} compared with the 
present market price of 74 (1942-43 
range 14-7}). 

The selection of the price-earnings 
ratios in the table has much to do with 
the resulting liquidating value. The most 
important item is Pennsylvania Power & 
Light. Pennsylvania is obviously a 
“leverage” stock and hence is not en- 
titled to rank with stocks like Common- 
wealth Edison, Pacific Gas and Electric, 
and others which sell around 15-16 times 
earnings. Share earnings have fluctu- 
ated sharply, declining from $1.69 in 
1941 to 85 cents in 1942, while the May 
31st report showed a partial recovery to 
$1.07. During the period 1935-40, how- 
ever, earnings were quite stable, ranging 
between $2.16 and $2.62. 

Federal taxes largely account for the 
recent decline, together with increased 
allowance for depreciation  (retire- 
ments). The combined depreciation- 
maintenance ratio to revenues in 1942 


NATIONAL POWER & LIGHT COMPANY INVESTMENTS 


No. Shares Recent Share 
Owned (000) 


Birmingham Electric common 

Carolina Power & Light $7 pfd..... 
Carolina Power & Light common... 2. 
Lehigh Valley Transit Co. 5% pfd. . 
Lehigh Valley Transit Co. common. . 
Memphis Generating common 51 
Pennsylvania Power & Light common 1,879 


Total 


Est. Total 
Value (000) 


$7,800 


Est. Price- Est. Mkt. 
Earnings Earnings Ratio Value 
$1.22(a) 8 93 
12.47 (a) ny 

0.45 (a) 

4.38 (b) 

3.13(b) 


(c) 
1.07 (a) 


Par value of preferred stock, less net current assets 


Balance 


Net amount per share (5,456,117 shares) 


*In February, 1943, National Power & Light surrendered to Carolina 1,442,609 shares of Caro- 
lina stock but since share earnings are still stated on the old basis, the adjustment has not 


been made here. 
(a) Twelve months ended May 3ist. 
(b) Calendar year 1942. 


(c) Memphis Generating Company owns 32 per cent of the preferred and all of the common 
of Memphis Street Railway. The latter company earned $17.98 per share on the preferred 
in 1942 and $11 on the common but the company had substantial arrearages on sinking- 
fund and preferred dividends. 

(d) Market value. 

(e) Nominal. 
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ws about 13.5 per cent, rather low as 
mmpared with the average for leading 
ndependent companies. The combined 
tio was not available in the May 31st 
atement but the retirements figure in- 
‘cated that the rate had been stepped up 
around 14 per cent. 

The company’s retirement reserve at 
he end of last year amounted to $33,- 
00,000 compared with the property ac- 
unt of about $230,000,000, a ratio of 
43 per cent. Earned surplus amounted 
pabout $7,588,000. The SEC two years 
go claimed that “inflation and intan- 
bles” in the plant account amounted to 
46,476,982. Such a write-off would 
resent no great difficulties if the valua- 


ommon stock carried at $1, but there 
night be opposition to such a move. 

It is probable that some compromise 
night be effected whereby a portion of 
eintangibles could be amortized out of 
amings. At present a partial dividend 
embargo” prevents payment of more 
an one-quarter of the balance available 
or common dividends to the parent com- 
ny 


D IRECTORS Of National met July 15th 
to take further action toward 
iquidation of the company, which must 
carried out under an extension of time 
ranted by the SEC, expiring August 
Brd. Since retirement of the small re- 
aining amount of preferred stock (12,- 
) shares) does not present great diffi- 
Ities, the important question is—will 
he SEC permit distribution of the com- 
on stock holdings in subsidiaries “as 
s,” or will it insist upon a recapitaliza- 
ion of Pennsylvania Power & Light, and 
wssibly the Birmingham and Carolina 
ubsidiaries, before these companies are 
stributed to holders of National Power 
{Light common? There seems no good 
tason why this should be necessary, for 
tse companies will remain subject to 
EC jurisdiction, automatically becom- 
g subsidiaries of Electric Bond and 
hare, (The latter owns 46.56 per cent 
{ National Power & Light common.) 

It is possible that National Power & 
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Light may be kept alive in the same man- 
ner as UGI has been, retaining for the 
present the smaller security holdings 
such as Lehigh Valley Transit, Memphis 
Generating, etc. (latest reports indicate 
Memphis will be sold.) 

Some question may remain whether 
the SEC, in its exploration of the history 
of the acquisition of National Power & 
Light by Electric Bond and Share, might 
decide that the latter’s holdings should 
be “subordinated” to some extent to 
those held by the public. Such subordina- 
tion would naturally be a favorable fac- 
tor in estimating the liquidating value of 
National Power & Light common. There 
has been no indication thus far, however, 
that any distinction will be made between 
Electric Bond and Share and other 
holders of National. There are no com- 
plicating factors as in the case of Ameri- 
can & Foreign Power and Electric Power 
& Light, where Electric Bond holds 
senior as well as junior securities. 


* 


Niagara Hudson Power Amends 
Plan 


B Pe Niagara Hudson Power re- 
capitalization plan described in the 
previous issue (pages 103-105) ran into 
difficulties shortly after issuance. The 
public service commission of New York 
considered the proposal an attempt to 
restrict the scope of its investigation of 
accounting records and practices. In this 
connection it is interesting to recall that 
an earlier merger plan was filed with the 
state commission in February, 1940, by 
five subsidiaries, but that hearings on 
that plan were indefinitely postponed by 
the commission in June of that year 
“due to unsettlement in the security mar- 
kets.” 

The present plan, which is more com- 
prehensive, was perhaps precipitated by 
the difficulties arising from an FPC 
order about a year ago requiring Niagara 
Falls Power Company to make a sub- 
stantial write-off in its property account. 
The petition filed by the company 
stipulated that the consolidated corpora- 
tion “not be required, as a condition of 
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consent to such consolidation by your 
commission, to change in any manner the 
book value of any asset or the amount of 
any surplus, reserve, liability, or other 
account, except such changes as may 
necessarily result from such consolida- 
lion as a matter of accounting and be- 
cause of intercorporate items.” 

The commission’s statement asserted 
that 


This commission . . . knows that the ac- 
curacy of certain accounts ... is open to 
very serious question. To act on this petition 
in its present form, containing, as it does, a 
condition that the commission shall not, no 
matter what facts are developed, require 
necessary and proper corrections in the 
books, accounts, and records of the constitu- 
ent corporations, would be most improper 
. . . this commission cannot allow security 
holders to be misled by knowingly permitting 
assets or liabilities to be misstated upon a 
utility’s books. In addition, the accuracy of 
a company’s records is important in passing 
upon the amount of new securities that the 
consolidated corporation may issue. 


In the amended petition, the paragraph 
now reads as follows: 


A permission or approval by the public 
service commission of a merger or consoli- 
dation shall not be deemed to be an approval 
of the value of any property or accounts of 
any company involved in the merger at the 
time of the merger, nor shall any such per- 
mission or approval be construed to be a 
certification by the public service commis- 
sion that the bonds or capital stock of any 
such merged, merging, or consolidating cor- 
porations are represented in value by com- 
mensurate physical assets of such corpora- 
tions, nor shall such approval be evidence as 
to the value of any such property or account 
in subsequent rate proceedings or before any 
court or public body. 


Whether or not the new language will 
prove acceptable to the commission has 
not yet been indicated. However, it is 
reported that opposition has arisen in 
other quarters. According to The Wall 
Street Journal, holders of some 600,000 
shares (about 6 per cent of the outstand- 
ing amount) feel that the plan is un- 
necessary at this time. It is argued that 
the Niagara Falls Power write-off of 
$15,537,943 could be handled by reduc- 
ing that company’s stated capital, which 
would permit resumption of dividends by 
that company and by the two holding 


companies, Buffalo, Niagara & Easter 
and Niagara Hudson Power. Such , 
step was permitted by the FPC’s amend. 
ment to its original order. 


5 esr is some opposition from the 
common stockholders, it is said, 


due to the fact that under the plan the 
holders of the Buffalo, Niagara & Eag. 
ern $1.60 preferred stock obtained prac- 
tically a controlling interest in the new 
company. On the other hand, holders of 
the latter stock are also said to be dis. 
satisfied because of the fact that they 
received common stock instead of the 
preferred. 

Another criticism is the selection of 
1942 as a base year, when earnings were 
the lowest in years due to heavy Federal 
taxation, and depreciation charges at a 
rate greater than reported for tax pur- 
poses. Another question said to be 
raised by stockholders is as to the method 
eventually to be used to enforce the plan. 
Under New York state law a two-thirds 
vote of stockholders is necessary to make 
a merger plan effective, but it is thought 
that the management may seek to obtain 
the authority of a Federal court (in co- 
Operation with the SEC) to enforce the 
plan, assuming that it is approved by the 
various commissions. 


Twenty-five per cent of the company’s 
common stock is held by United Corpora- 
tion and there is said to be some oppos- 
tion to the plan among certain holders of 
United Corporation preference stock 
Hearings on the merger plan before the 
SEC are scheduled to begin Octobe 
19th. 

Niagara Falls Power is having difi 
culties also with a recent proposal by 
Governor Dewey to collect rentals fo 
diversion of Niagara river water, whi 
might run as high as $1,500,000 per an 
num. 

The company is at present paying 
$400,000 a year. The company has asket 
for an injunction to restrain the stalé 
water power and control commission 
Attorney General Goldstein will oppos 
the injunction proceedings _ beforg 
Supreme Court Justice Bergen. 
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INTERIM EARNINGS REPORTS 
End of 12-month Period 3-month Period 
Period Last Prev. Inc. % Last Prev. Inc. % 


Electric-gas Holding Companies 
American wong ly ges ys eae Py sl ae ; “—" 
. Power r .) Consol. .... May 05 : 
— . Parent Co. Dec. 3.18 i D20 ro ee «3 
American Water Works Consol. ...... Mar. 1.12 : D4 $.31 $.25 24% 
Parent Co. Mar. 15 ; D64 D.03  D.05 a] 
Columbia G. & E. (1st pfd.) Consol. ... Mar. 11.70 é 52 107 
Com. & Southern (pfd.) Consol. ..... May 8.80 : 17 a 
Elec. Bond & Sh. (pfd.) Parent Co. ... Dec. 4.26 : D39 
Elec. Pr. & Lt. (1st pfd.) Consol. ...... Feb. 10.38 ‘ D7 
Parent Co. Dec. 2.03 : 3 
Eng. Pub. Service (common) Consol. Apr. 1.29 : 14 
Parent Co. Apr. .07 : D86 
Federal Lt. & Trac. Consol. ......... Mar. 1.68 : 7 
L. L Lighting (pid:) Consol... .. .... «.. Mar. VA’; : 38 
Parent Co. Mar. 9.12 : 34 
Middle West Corp. Consol. .......... Mar. By: te we 
Parent Co. Dec. 56 : 16 
Natl. Pr. & Light Consol. ........... Apr. 87 : 13 
Parent Co. Apr. 
Niagara Hudson Pr. Co. Consol. ..... 
Parent Co. 
North Amer. Co. Consol. ............ 
Parent Co. 
Nor. States Pwr. (Del.) (cl. A) Consol. 
Ogden: Corp. Larend COs. ooo eciesiccin wees 
Pub. Serv. Corp. of N. J. Consol. ..... 
Std. Gas & Elec. (pr. pfd.) Consol. ... 
Parent Co. 
United Gas Improvement Consol. ..... 
Parent Co. } 
United Lt. & Pr. (pfd.) Consol. ..... 
Parent Co. 


Electric-gas Operating Companies 
Boston Edison ; 2.11 
Commonwealth Edison Consol. ........ ; 1.78 
Conn. Lt. & Power Mz 2.64 
Cons. Edison’ N.. Y. Consol: ..0.60. 00. ; 1.65 
Parent Co. z 1.82 
Cons. Gas of Balto. Consol. .......... ; 4.13 
Detroit Edison Consol. ...........0.: 1.34 
Bator Pelee Etre. wo.52. nse coves . 2.47 
Indianapolis P. & L. Consol. .......... Mar. 2.16 
Pacific Gas & Elec. Consol. ........... : 2.25 
Public Service of Indiana fay 1.93 
San Diego Gas & Elec. ...........2+- 92 

Southern California Edison 


Gas Companies 
Amer. Lt. & Traction Consol. ........- ! 
Brooklyn Union Gas .........ecseeee : : | D16 
El Paso Natural Gas Consol. ......... May 5 ; 3 
Lone Star-Gas Consol: 00.0.0 seccese Mar. : 2 D33 
Oklahoma Natural Gas ..............- May ! ‘ D24 
Pacific Lighting Consol. ..........0+.- Mar. i ’ D1 
Peoples Gas Light & Coke Consol. ..... Mar. 5 i 7 
Southern Natural Gas Consol. ........ Mar. 1.81 ; D16 
United Gas Corp. (1st pfd.) Consol. ... Feb. 17.16 : 5 
, Parent Co. Feb. 16.34 . 35 
Telephone and Telegraph Companies 
fm American Tel. & Tel. Consol. ........ Feb. 8.98 . D10 =. 2.40 2.32 
Q Parent Co. Mar. 8.65 . Di2..; 222 2.34 
General Telephone Consol. ........-. Mar. 2.26 : D10 53 48 


D—Deficit or decrease. (a) Estimate based on report of United Light & Railways Company. 
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Opinion Discusses Question of 
Federal Control over Electric Co-ops 


Boon extent to which the Federal 
government can continue indefinite- 
ly its control over the finances of the 
nearly 800 rural electric codperatives in 
the nation developed by Rural Electri- 
fication Administration loan funds has 
been made the subject of open discussion 
as a result of a legal opinion submitted 
to the Secretary of Agriculture by the 
department’s solicitor. 

The question which inspired the legal 
opinion is probably moot now, since the 
proposed move which prompted it has 
been dropped temporarily, but the views 
expressed in the opinion are broad and 
may have far-reaching effect upon the 
future operations of the electric co-ops. 
The issue was whether the REA co-ops 
could loan funds from their treasuries 
(particularly funds obtained from $5 
membership fees from approximately 
1,000,000 members) to create capital for 
the organization of two mutual insurance 
companies to handle co-op insurance 
business exclusively. The answer in the 
legal opinion was vague in some respects, 
but it clearly takes the position that the 
government has the right to protect fully 
its mortgage lien against any co-op and 
to require the co-ops to maintain treas- 
ury balances adequate to insure REA 
loans against future contingencies which 
may increase demands upon them. The 
opinion admits the tendency is growing 
to levy taxes or increase existing tax 
charges against co-ops throughout the 
various states. 

The plan for forming the mutual in- 
surance companies was advanced by 
Clyde T. Ellis, executive manager of the 
National Rural Electric Codperative As- 
sociation (NRECA), with headquarters 
in Washington, D. C. He contended in- 
surance costs to the codperatives, now 
amounting to about $15,000,000 a year, 
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could be cut in half by formation of the 
mutual companies to handle co-op bus- 
ness. Administrator Harry Slattery 0 
REA opposed the plan and carried his 
fight to the Department of Agriculture 
seeking an opinion as to whether the gov- 
ernment had control over all co-op funds, 
NRECA is reported now to have aban- 
doned plans to form the insurance con- 
panies, at least temporarily. 


es HE legal opinion, after all, is only an 
opinion and has not been tested in 
the courts. In the absence of a court rul- 
ing, REA co-ops for the moment can- 
not use any of their funds for purposes 
other than specifically provided in the 
standard REA mortgage agreement, 
such as for current operating costs, etc. 
Undoubtedly, at some future time the 
question wili be raised squarely, if a c- 
op should attempt to defy the conclusions 
arrived at in the opinion and set about to 
dispose of its revenues, including mem: 
bership fees, as it pleases (assuming iti 
not in arrears in loan repayments to 
REA and feels it has adequate reserves). 
The fundamental question of policy a 
to just how much liberty REA co-ops 
should be allowed may have to be settled 
by Congress. A subcommittee of th 
Senate Agriculture and Forestry Com 
mittee will begin an investigation of REA 
and NRECA immediately after Congress 
returns from its summer recess and thi§ 
policy question may take a promineat 
place on the agenda. Critics of REA, in 
cluding some coéperatives, feel there i 
a tendency on the part of REA to pr 
mote central control and supervision ovej 
the co-ops even after they have paid of 
their loans to the government or at leas 
are current in their loan repayments an 
in some instances paid in advance. 
NRECA has taken the position that s 
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long as local codperatives are not in de- 
fault on paying their loans to the Federal 
government they have a right to do as 
they please with their revenues and with 
respect to their own managerial policies. 

The Department of Agriculture 
opinion seems to support, in general, the 
viewpoint of Administrator Slattery. It 
was written by V. C. Nicholson of the 
Department of Agriculture legal staff and 
signed by Robert H. Shields, department 
solicitor. 

While claiming the government 
has the right to direct the expendi- 
ture of co-op funds, the opinion admits 
some weaknesses in the government’s po- 
sition with regard to remedies. Here is 
what it says: 


Assuming the existence of an obligation 
of the borrower to obtain government ap- 
proval and a correlative right in the govern- 
ment, the remedies available to the govern- 
ment are as follows: 

If it is desired, as a matter of policy, to 
disapprove the proposed loans to the in- 
surance companies, the first remedy, obvious- 
ly, is a communication to borrowers advis- 
ing them of such disapproval. Such a letter 
could be addressed, appropriately, to all bor- 
rowers without recourse to a study of their 
respective and varying financial conditions. 
Such a letter would involve no commitment 
of future action by way of judicial pro- 
ceedings. It would be in accord with the es- 
tablished relationship between the Rural 
Electrification Administration and its bor- 
rowers. 

As regards recourse to judicial proceed- 

ings two remedies might be available: (1) 
an injunction against the proposed loans, or 
(2) proceedings in foreclosure with a peti- 
tion for the appointment of a receiver. It is 
my opinion that foreclosure and receivership 
would not be permitted except in the event 
that the proposed loan to the insurance com- 
panies would so reduce the current assets 
of the borrower as to render it unable to 
meet its current debt service obligations. 
_ The less drastic remedy of injunctive re- 
lief might be obtained upon a showing that 
the proposed loan would jeopardize the 
ability of the borrower to meet its obliga- 
tions, including the debt service, within the 
reasonably foreseeable future. Because of 
the discretionary aspects of injunctive re- 
lief it is difficult to predict the action of a 
court in a matter of this kind. It seems clear, 
however, that recourse to such a remedy 
should take into account the financial posi- 
tion and prospects of the particular bor- 
rower. 
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J “HE opinion points out there are 
three possible sources of funds 
from which loans could be made to 
capitalize the insurance companies, and, 
incidentally, any other venture the 
NRECA or the codperatives themselves 
might seek to promote. Those sources 
are government loan funds, operating 
revenues, and membership funds. The 
government loan funds advanced to the 
co-op borrowers can be used in general 
only for purposes directly related to the 
construction and operation of the co-op 
system. The operating revenues are the 
chief source to which the government 
must look for repayment of its loan, the 
Opinion says, continuing: “However, 
they are not required to be deposited in 
trust, and, in general, the disposition of 
this fund is governed by the mortgage 
rather than the loan contract.” 

The opinion says that in almost every 
case the membership fund constitutes 
the only asset of the borrower other than 
the physical property and its revenues. 
They have been used to finance various 
activities prior to execution of a loan 
contract and the availability of govern- 
ment loans. 

The standard REA mortgage, the 
opinion says, relates primarily to the 
government’s rights, as the holder of a 
mortgage lien, to control the property 
and revenue of a co-op for the protec- 
tion of its loans in the event of a threat- 
ened’ default. As for the membership 
fees, the opinion states: “... it would 
seem unwarranted to assume that the 
rights of the mortgagee are less exten- 
sive with reference to membership 
funds than with reference to operating 
revenues.” 

With respect to provisions in the loan 
contract and mortgage expressly relat- 
ing to the use of accumulated revenues, 
the opinion says: 

Article II, § 15, of the mortgage requires 
that the codperative provide and maintain 
“a reasonable reserve for working capital” 
over and above the amount necessary for 
the debt service and all operating expenses. 
There is no definition of “working capital” 
and no standard for determining what might 


constitute a “reasonable reserve” therefor. 
It is my opinion that this provision must be 
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interpreted as requiring a reserve in cash 
or easily convertible into cash, sufficient to 
meet unusual but reasonably foreseeable 
needs over and above normal and current 
obligations. Without attempting an extensive 
discussion of the application of this provi- 
sion to various fact situations, the follow.ng 
is illustrative: In many states the taxes of 
electric codperatives will probably be great- 
ly increased in the next few years. In Iowa, 
a recent opinion of the attorney general, if 
sustained by the courts, may increase the 
ad valorem taxes of cooperatives in that 
state by $300,000, or an average of about 
$6,000 each. In Kentucky the court of ap- 
peals (being the court of last resort) has 
just held unconstitutional a tax exemption 
which electric codperatives have enjoyed un- 
der an act of the legislature. The amount of 
the taxes will depend upon the amount of 
assessed valuation but it may average an 
increased tax burden of $4,000 or more per 
year for each Kentucky codperative. In addi- 
tion to an increased annual tax burden there 
is a risk of heavy payments of back taxes 
under court decisions of this kind. In most 
states the trend of assessed valuations under 
existing laws is materially higher and in 
many states new legislation or new legal in- 
terpretations may impose heavier taxes of 
several kinds. Several coGperatives are faced, 
for the first time, with the payment of in- 
come taxes and certain other taxes because 
they are serving a large number of non- 
members as a result of the acquisition of 
existing lines. A reserve for such increased 
tax obligations would seem to be within the 
mortgage requirement of a “reasonable re- 
serve for working capital.” Heavily in- 
creased payrolls as a result of the war con- 
stitute another item for which reserves 
should be maintained. 

It should be noted that the mortgage pro- 
vision discussed above, together with other 
provisions hereinafter discussed, should not 
be considered in isolation but must be con- 
sidered against the background of the gen- 
eral financial position of most codperatives, 
projected over the next few years. ... Even 
though, in a given case, the proposed loan 
to the insurance companies would not im- 
pair a reasonable reserve for working capi- 
tal, taking into account current obligations 
only, the government is entitled to the pro- 
tection afforded by the mortgage taking into 
account the heavily increased debt service 
that will mature for most codperatives dur- 
ing the next few years. 


TTENTION is called to the provision 

in the loan contract for accelerated 

payments on account of the debt to the 

government. On this point, the opinion 
says: 

The standard form of REA loan contract 


(Article I, § 3) provides that the adminis. 
trator or the holder of a majority in amount 
of the notes may require, during any calen. 
dar year, an accelerated payment from reve. 
nues equal to the maximum debt service 
which may be payable during any calendar 
year. This means that the government could 
require, each year, the employment of sur. 
plus revenues for an acceleration of debt 
service payments, equal to the annual pay. 
ments which reach their maximum after the 
seventh year. The borrower, therefore, js 
under the obligation to maintain liquid re. 
serves for such purpose, so far as possible, 
In this connection it is necessary to take into 
account the prospective obligations and pro- 
spective financial position of the borrower 
during the next few years. 


Admitting that the matters discussed 
above would require an inquiry into the 
financial position of the borrower to de- 
termine the existence of legal right in 
the government to question the amount 
of reserves in cash or easily convertible 
into cash, the opinion goes on to say: 

... There are certain covenants of the mort- 
gage which might be interpreted as con- 
ferring certain rights of government control 
that are absolute and not contingent upon 
the financial position of the particular bor- 
rower. Even with respect to these rights, the 
probability of an effective legal remedy may 
well depend upon a showing that the pro- 
posed loans to the insurance companies 
would tend to jeopardize the ability of the 
borrower to meet its debt service obligations 
during the reasonably foreseeable future. 


The opinion then relies upon the fol- 
lowing relevant provision in the cove- 
nants of the borrower in Article II, § 5, 
of the mortgage: 

The corporation will not, without the ap- 
proval in writing of the holder or holders of 
not less than a majority in principal amount 
of the notes at the time outstanding . .. sell, 
lease, or transfer (or make any agreement 
therefor) the trust estate, or any part there- 
of. 


T is held that the description of the 
“trust estate” is broad enough to in- 
clude all types of funds and choses i 
action in possession of the mortgagee. 
The prohibition against transfer is held 
to be directed against possible impair- 
ment of value of property and equally 
against any change in its form. Holding 
it to be obvious that consent of the note- 
holders is required to exchange any 
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“LADY, WE FOUND THAT LEAK IN YOUR CELLAR, BUT 
IT WASN’T THE GAS PIPES’ 


physical assets, the opinion contends an 
exchange of cash or readily discounted 
thoses in action for an unsecured long- 
tem claim against an insurance com- 
pany would constitute a change in the 
tature of the properties held by the 
mortgagee and would require approval. 
_ Cited as a relevant mortgage provision 
in covenants contained in Article II, § 
\0(c), is the following: 


The corporation will not, without the ap- 
proval in writing of the holder or holders 
of not less than a majority in principal 
amount of the notes at the time outstanding 
...(c) enter into any contract or contracts 
for the operation or maintenance of all or 
any part of its property, for the purchase of 
electric energy or for the use by others of 
any of its property; 
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The opinion holds that “it seems obvi- 
cus that a loan of funds to an insurance 
company is within a literal reading of the 
phrase ‘use by others of any of its prop- 
erty.’ ” 

In Article II, § 10, subsection (d), 
the borrower covenants that it will not 
without the approval of the noteholders 
“incur any expense for legal, engineer- 
ing, supervisory, accounting, or other 
similar services, except such reasonable 
expenses as are incurred in the routine 
course of business.” Observing that 
while this investment is not within the 
literal language of this covenant since it is 
not an expense, the opinion holds that the 
covenant has some significance, in that it 
evidences an intent that the mortgagee 
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shall have a right of control over fiscal 
activities of the borrower “which go be- 
yond the routine course of business.” 

In Article II, § 10, subsection (e), the 
borrower covenants that it will not with- 
out the approval of the noteholders “de- 
posit any of its funds, regardless of the 
source thereof, in any bank or deposi- 
tory which is not a member of the Fed- 
eral Deposit Insurance Corporation, or 
the successor thereof, or a Federal Re- 
serve Bank.” The opinion holds the pro- 
posed loans are not within a literal mean- 
ing of this subsection, but contends the 
purpose and spirit of the covenant would 
be equally defeated by transfer of funds 
from an approved bank to the reserves of 
an insurance company. 


B* way of interpreting the mortgage 
agreements entered into between 
the co-ops and the REA, the opinion 
makes this significant comment: 


It has been the continuous practice of the 
Rural Electrification Administration to in- 
terest itself in all operations of its borrowers 
and particularly in all fiscal matters. A large 
number of general instructions and thou- 
sands of letters in particular matters have 
been sent to borrowers advising them of 
REA policy respecting the conduct of their 
enterprises and the employment of their 
revenues, Budgets of operating expense have 
been distributed by REA and revised from 
time to time. This practice has not only 
received the acquiescence of borrowers 
generally, but has been conducted upon the 
basis of requests from borrowers, constitut- 
ing a large part of the day-to-day activities 
of the REA staff. 


The opinion stresses the fact that 
REA financing is on a 100 per cent re- 


payment basis. It points out that the 
fact the rate of repayment is roughly 
equal to the rate of depreciation deline. 
ates the government’s margin of security, 
It continues: 
. . . Furthermore, during the first seven 
years of the loan, before the debt payments 
have reached their maximum, the rate of 
depreciation must far exceed that of pay. 
ment, and a reasonable view would concede 
that the government as a prudent creditor 
should be entitled to require substantial cash 
reserves during this period. During the first 
thirty months of the loan, no payment of in. 
terest or principal is required and all prin. 


principal payments will increase heavily dur- 
ing the next two or three years, no substan. 
tial increase in the revenues of most co- 
Operatives can be expected for the duration 
of the war because of the limitation upon 
connections of new consumers and on the 
installation of electric appliances by old 
consumers. 


yey enter given the Department 
of Agriculture, the opinion says, indi- 
cates that a limited number of REA bor- 
rowers have such small cash reserves 
that a long-term loan of $2,000 to $3,000 
would create an immediate impairment 
of the borrower’s ability to meet its debt 
service obligations during the current 
year. A larger number received in 1942 
net operating income less than the 
amount required for the maximum ar- 
nual debt service. Others have net oper- 
ating revenues greater than the amount 
required for annual payments, although 


the margin is small in most cases. 
—C.A.E. 





SEC Releases Statistical Report on Operating 
Utility Finances 


HE Securities and Exchange Com- 
mission has published a report on 
financial statistics covering 204 operat- 
ing utilities for the year 1942. All of the 
companies included in this report have 
assets of $5,000,000 or more. 
The combined assets of the 204 com- 
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panies in 39 registered public utility hold: 
ing company systems aggregate $11,699, 
724,773 as of December 31, 1942, as com- 
pared with $11,543,068,659 for 210 com- 
panies as of December 31, 1941. Total 
operating revenues in 1942 amounted to 
$2,204,509,749 as compared with $2; 
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068,477,822 for the 210 companies in 

1. 
ee capitalization outstanding for 
the 204 companies amounted to $9,295,- 
974,109 and consisted of bonds $4,076,- 
225,563, debentures $205,500,294, notes 
and miscellaneous $275,237,552, pre- 
ferred stock $1,711,719,639, common 
stock $2,245,460,061, and surplus $781,- 
731,000. Bonds, debentures, and notes 
made up 49.02 per cent of the total capi- 
talization, while preferred stock ac- 
counted for 18.41 per cent and common 
and surplus 32.57 per cent. 

Of the total earnings during 1942, op- 
erating expenses took 40.02 per cent, 
maintenance 5.03 per cent, depreciation 
10.24 per cent, taxes 21.18 per cent, 
funded debt interest 8.21 per cent, other 
deductions 1.11 per cent, preferred divi- 
dend requirements 4.54 per cent, com- 
mon stock dividends 6.53 per cent, and 
balance for surplus 3.14 per cent. 


HE analysis shows that interest on 

funded debt was earned 2.87 times 
and fixed charges and preferred dividend 
requirements were earned 1.70 times, 
both of which figures were exactly the 
same as for the 210 companies for the 
year 1941. The average interest rate on 
all funded debt outstanding December 31, 
1942, was 3.96 per cent and the average 
dividend rate on preferred stock was 


5.84 per cent. Funded debt averaged 
51.61 per cent of net property and capi- 
talization outstanding and surplus was 
87.88 per cent of property and invest- 
ments. 

The per cent of depreciation reserve to 
property was 14.98 per cent. 

Dividend arrearages on preferred 
stock existed in 28 companies at Decem- 
ber 31, 1942, as compared with 32 in the 
1941 report and 37 in the 1940 report. 
Earnings available for common stock for 
1942 amounted to 9.55 per cent of the 
book value of common stock and 7.08 per 
cent of common stock and surplus. Fifty 
of the 204 companies had earnings avail- 
able for common stock of 15 per cent or 
more, while ten companies failed to earn 
anything on their common stock. Of the 
$214,387,670 available for common stock 
dividends $144,797,535 was paid in such 
dividends, leaving $69,590,135 for sur- 

lus. 

Of the 176 companies which were 
not in arrears in preferred dividends, 141 
paid dividends on common stock in 1942. 

The report was prepared by C. A. Tur- 
ner, under the supervision of Milton H. 
Cohen, and a copy may be obtained from 
the publications unit of the commission 
in Philadelphia by requesting the 1942 
report showing financial statistics for 
electric and gas subsidiaries of registered 
public utility holding companies. 





Increase in Number of Private Pension Plans 
Reveals Growing Interest of Industry 


Tr widely recognized authorities, 
one in the field of government and 
the other in private industry, take cogni- 
zance of the increased sense of social re- 
sponsibility shown in recent years by 
private industry in separate articles in 
the “Social Security in Private Enter- 
prise” supplement of the July 15, 1943, 
issue of The Journal of Commerce and 
Commercial of New York. 

Said Senator Walter F. George, chair- 
man of the Senate Finance Committee: 
“While the beginnings made by the gov- 
emmment in the field of social security 
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may be expected ultimately to be ex- 
tended, the contributions of private en- 
terprise to the same common objective 
should be welcomed and encouraged. Not 
only does this establish a relationship of 
mutual helpfulness between employer 
and employee, but it is tangible evidence 
of determination to face and solve the 
social fact.” 

Said President Eric A. Johnston of 
the United States Chamber of Com- 
merce: “The steps taken by American 
business to provide more adequate pro- 
tection against old age and otherwise to 
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safeguard the interests of workers will 
help to make our competitive capitalism 
impregnable against attacks from alien 
isms. Our private enterprise system is 
facing its crucial test in postwar recon- 
struction and every development of this 
nature will give it greater strength.” 


Ben recognized the increasing need 
for guarding against the effects of 
fear of insecurity in old age on the whole 
population. 

Senator George wrote: 


Among the great economic and social ques- 
tions of our times is the insecurity of old 
age. The fear that this engenders in the 
minds of men is direct in its effects on the 
health, morale, and thinking of great sec- 
tions of our citizens. 

It is only within recent years that this 
insecurity became an important social factor. 
It is almost entirely a product of the indus- 
trial age, which has absorbed an ever-in- 
creasing number of workers, plus the fact 
that our society is steadily growing older. 

Under these changed circumstances, the 
fear that has gripped workers, which they 
probably instinctively sensed rather than 
fully comprehended, has been one of the 
underlying causes of our mass unrest. Hav- 
ing little if any accumulated savings, they 
have been responsive to many emotional ap- 
peals, some only remotely connected with 
the main problem of individual security. 

Through the Social Security Act, the Fed- 
eral government has recognized this social 
and economic condition and made an auspi- 
cious beginning in providing for old-age re- 
tirement. However, it was only a begin- 
ning. The industrial system also, in recent 
years, has given increasing attention to the 
fact that many workers are unable to set 
aside sufficient savings for security and com- 
fort in their later years and has taken steps 
to overcome this condition through retire- 
ment programs supplementing that provided 
by the Social Security Act. These have 
been undertaken voluntarily and provide an 
example of the democratic process in opera- 
tion, with individuals trying to solve these 
economic problems in codperation with gov- 
ernment. 


‘ey this same point, Mr. Johnston 
commented that private industry’s 
increased sense of social responsibility 
augers well for the future of our free 
enterprise system and shows the sound 
judgment of responsible managers of in- 
dustry. He continued : 


The desire for security has had a far- 
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reaching influence upon world events during 
the last two decades. It was a powerful fap. 
tor in revolutions which placed in power 
the European dictators responsible for the 
present world war, These dictators found 
distressed masses of people willing to give up 
individual liberties, freedom in enterprise, 
and all political rights for the promise of 
security. Too late the people discovered 
the full burden of the price they were pay. 
ing. 

In countries which have remained demo- 
cratic, including our own, the search for 
security has been reflected in results of elec. 
tions and in the adoption of new policies by 
Federal, state, and local governments. Thus, 
it was inevitable that in the late acute ero. 
nomic depression of the 1930’s the demand 
for far-reaching social legislation should be. 
come insistent. 

The insistence for government-provided 
social security should not obscure the fact 
that private industry in the United States 
was in the forefront in providing retire 
ment pension plans and other devices de- 
signed to make the old-age years of work- 
ers free from worry. It is true, of course, 
that the pension plans developed by private 
industry reached a comparatively small part 
of the working population. These plans were 
developed in those businesses with forwari- 
looking management where the financial 
situations of the companies were such that 
they could pioneer in an uncharted field. 


Mr. Johnston emphasized that enact- 
ment by the Federal government of the 
social security law in 1935 did not result 
in discontinuance of the plans of private 
enterprise, adding: “This fact is conclu- 
sive proof that private enterprise accepts 
its responsibilities and will not leave to 
government the exclusive job of provid- 
ing some measure of financial security to 
the workers in industry and business.” 


ge chamber of commerce president 
admitted that from the standpoint 
of hardheaded business, American in- 
dustry is wise to provide for the welfare 
of its employees. An old-age pension sys- 
tem, he said, facilitates the orderly retire- 
ment of workers whose advancing years 
are impairing their efficiency. The pros- 
pect of a pension relieves the workers of 
worry, greatly enhances their effective- 
ness, and makes them less ready to shift 
to other employment. Elaborating, he 
wrote: 


The record of business during these diff 
cult times with respect to pensions shoul 
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“IF YOU THINK YOU CAN FIGURE THESE BILLS OUT BETTER THAN WE CAN, 
THE EMPLOYMENT OFFICE IS JUST TO YOUR RIGHT. MR. GRIGGSBY WILL 
BE GLAD TO SEE YOU” 


be commended. The Chamber of Commerce 
of the United States was active in promot- 
ing the adoption of private retirement sys- 
tems by industry during a long period prior 
to the enactment of the Social Security Act. 
The private insurance companies have played 
a large part in the development and ac- 
ceptance of sound plans. As a result, a con- 
siderable number of companies had adopted 
plans and many others had them under con- 
sideration at the time of the enactment of 
that law. 

There was some fear that the pay- 
roll taxes for old-age pensions and unem- 
ployment compensation would lead to the 
abandonment of private systems. This did 
not prove to be the case. While some pri- 
vate plans were discontinued, in part be- 
cause of depression difficulties, and in part 
because they had not been built upon sound 
foundations of good practice, it was not 
long before new plans were adopted. 
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Stressing the need for preserving the 
private enterprise system, Mr. Johnston 
commented : 


The success of our country in preserving 
its democratic ideals is due in no small de- 
gree to the individual initiative and personal 
thrift of its citizens. Plans for security 
against the vicissitudes of old age which 
recognize and encourage thrift and initia- 
tive are in keeping with our American con- 
cepts. Government systems which result in 
“handouts” stifle thrift and initiative. It is 
fer this reason that the part American busi- 
ness is playing in the field of social security 
has very great significance and merits pub- 
lic attention. 


Senator George noted there is a great 
struggle taking place today between 
diametrically opposed systems of ap- 
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proach to the problems of social security. 

He continued: 
.. . The system of private enterprise and 
profit, through individual initiative and in- 
genuity, is at grips with the system of state 
ownership and control. It is private capital- 
ism against state capitalism, individual ef- 
fort to solve the problems created by eco- 
nomic change through codperative efforts 
with government and within an industry, 
versus government attempts to solve these 
problems centrally and as a matter of state. 
In the former case, the citizen supports the 
government; in the latter, the government 
tries to support the citizen. In the one in- 
stance, administration is decentralized and 
flexible ; in the other instance, administration 
is centralized and rigid. 


a pension plans which are con- 
ceived in honesty, Senator George de- 
clared, which are designed for the em- 
ployees and safeguard their interests ful- 
ly, and which are regarded by manage- 
ment as sacred trusts and so maintained, 
merit the recognition of government as 
supplements to its own objectives as ex- 
pressed in the social security legislation. 

Senator George, as chairman of the 
Senate Finance Committee, is fully quali- 
fied to express his views on the serious 
tax problem facing industry, and in con- 
nection with the relationship between 
taxes and private pension plans he 
wrote: 

While the fundamental basis of the Amer- 
ican tax system has been and continues to 
be the raising of revenue to defray the costs 
of government, the Seventy-fifth Congress, 


pursuant to Senate Resolution 215, undertook 
an exploratory study of the entire subject 


of compensatory rewards and what adyis:. 
ble contributions, if any, may be made to 
the encouragement of profit sharing, includ. 
ing pension trusts, by the Federal goverp. 
ment, including the granting of tax rewards 
when such programs are voluntarily estab. 
lished. 

The examination of industrial executives 
economists, tax experts, and businessmen 
by a subcommittee of the Senate Finance 
Committee under Resolution 215 was for 
the purpose of ascertaining whether “incep. 
tives” incorporated into the tax philosophy 
and structure contribute to the common wei- 
fare by offering insurance against unem- 
ployment and assisting in the creation of 
a retirement estate. 

The creation of reserves during periods of 
employment and excess income, which are 
made available to employees at times when 
for one reason or another employment ter. 
minates or when old age forces retirement, 
has been recognized as desirable in the pres- 
ent Revenue Act by the granting of certain 
abatements to industry to encourage the e- 
tablishment of such reserves an an instru- 
ment of social assistance. 


HE tremendous cost of the war, to 
which every individual is contribut- 
ing a heavy percentage of his income, 
Senator George said, makes it vitally im- 
portant that taxing authorities give con- 
sideration to incentives in the way of tax 
deduction allowances to industries which 
desire to create “soundly conceived and 
honestly administered pension trusts.” 
He emphasized that reasonable limi- 
tations should govern the incentives and 
the trusts themselves should be designed 
to meet a social fact and not merely to 
secure a tax advantage. 
—C.A.E. 





The OWU Voluntary “Brownout” Plan 


PONSORED by the WPB Office of War 

Utilities, an over-all program for 
voluntary conservation of power, fuel, 
transportation, gas, water, and com- 
munications facilities has been formally 
ratified by the government agencies and 
industries involved. First concrete pro- 
gram to be adopted is that by the electric 
power industry. Its advisory committee 
has approved a task committee report 
setting forth a specific program which 
will be sent immediately to every power 


company in the nation. It is hoped to 
get the program under way by Septem- 
ber 15th. The task group report urges 
full codperation of the public and asserts 
the effect will be “tremendous” in hasten- 
ing the end of the war. 

The program contemplates not only 
cooperation by the OWU and the power 
utilities but also drawing in existing 
agencies such as trade associations or 
groups operating in the industry. Among 
them are the American Public Power 
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Association, Council of Electric Operat- 
ing Companies, Department of tke In- 
terior, Edison Electric Institute, Nation- 
al Rural Electric Cooperative Associa- 
tion, Rural Electrification Administra- 
tion, and Tennessee Valley Authority. 
On the consumer end the program will 
seek the coOperation of the National 
Furniture Dealers Association, National 
Retail Merchants Association, National 
Retail Dry Goods Association, National 
Hotel Managers Association, National 
Outdoor Advertising Association, Na- 
tional Real Estate Associations, and 
other similar trade or group associations. 
Additional support will be requested 
from the Federal Power Commission, 
National Association of Railroad and 
Utilities Commissioners, state regulatory 
commissions, United States Conference 
of Mayors, and other similar agencies or 
organizations. 


Pen fields of electric energy use to 
which the conservation program will 
be specifically directed are commercial, 
“white way” street lighting, residential, 


and industrial fields. The following 
power savings are envisioned : 


(1) All daytime indoor and out- 
door advertising, promotional, and dis- 
play sign lighting will be eliminated 
completely. Nighttime lighting of this 
nature will be conserved by reducing 
burning hours so far as practicable, 
but in no case will such lighting be 
permitted beyond the period from 
dusk to 10 p. mM. Identification signs 
may be operated only while establish- 
ments are open for business. Lamp 
wattage of all signs will be reduced. 

(2) Decorative and ornamental 
lighting, including decorative flood 
lighting for exterior purposes, will be 
eliminated completely. All nonessen- 
tial interior lighting of this nature will 
be eliminated, with the balance to be 
reduced. 

(3) All window lighting which 
does not provide essential interior il- 
lumination will be eliminated com- 


pletely in the daytime and reduced at 
night. 

(4) Lighting of marquees (other 
than advertising signs) and building 
entrances will be eliminated complete- 
ly in the daytime and reduced at night. 

(5) Lighting of outdoor business 
establishments will be eliminated in 
the daytime and reduced at night. 

(6) General interior illumination 
and showcase lighting will be elimi- 
nated or reduced. 

(7) General conservation by com- 
mercial customers: They will be urged 
to turn off lights and appliances when 
not actually needed and eliminate un- 
necessary use. 

(8) Air conditioning: Adopt more 
moderate margins in reduction of 
temperature and relative humidity. 

(9) Reduce “white way” lighting 
wherever practicable to lower levels 
consistent with public safety. 

(10) Residential: Eliminate all 
waste in the use of various electric ap- 
pliances, such as refrigerators, radios, 
lamps, space heaters, water heaters, 
etc., and turn off lights and appliances 
when not actually needed. 

(11) Industrial: Through proper 
publicity economies in _ industrial 
plants can be effected without affect- 
ing volume of production. 


HE committee specifically called at- 

tention to the fact that no effort 
should be made to curtail necessary mili- 
tary, aviation, and police lighting ; light- 
ing essential to public health, safety, 
plant protection, transportation, and pro- 
duction purposes. Outdoor recreational 
activities requiring light will not be dis- 
couraged. All forms of recognized ad- 
vertising are to be used to put the pro- 
gram into effect. 

Other industries involved in the over- 
all conservation program are rapidly 
completing their plans and are schedul- 
ing meetings of industry committees to 
formally approve them. 

—C.A.E. 
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WPB Cuts Power Program 


N increase in the nation’s power capacity for 

1945 of a half-million kilowatts, the small- 

est annual increase since the beginning of the 

war program, was announced on July 18th by 

J. A. Krug, director of the Office of War Utili- 
ties, War Production Board. 

Not only has the nation’s power capacity 
stayed consistently ahead of the increasing de- 
mand for electricity for war production, Mr. 
Krug pointed out, but from now on new con- 
struction probably can be held to isolated areas 
for the duration of the war. 

He emphasized that the fact that relatively 
small amounts of additional capacity will 
henceforth be necessary to meet the require- 
ments of the war program should not be inter- 
preted as meaning that conservation in the use 
of electric power is unnecessary. The govern- 
ment and the electric power systems of the 
country are proceeding with plans for an in- 
tensive nation-wide voluntary conservation in 
power use, he said, for the purpose of saving 
coal, oil, natural gas, man power, tungsten, 
steel, copper, and other critical materials and 
equipment. 


Heads Standard Gas 


Cc C. MATHEWS was elected vice presi- 
dent of the Standard Gas & Electric Com- 
pany on July 16th and will act as its chief 
executive officer during the “indefinite leave of 
absence” given Leo T. Crowley as chairman of 
the board and president. The action was taken 
at a directors’ meeting in New York. Standard 
Gas is a $773,000,000 utility system with head- 
quarters in Chicago. Crowley took the leave 
after President Roosevelt appointed him direc- 
tor of the Office of Economic Warfare. 
Mathews served for many years with the 
Wisconsin Public Service Commission and 
was for a time head of the state’s security 
“blue sky” department. Later he was hired by 
the receivers of the Middle West Utilities Com- 
pany, formerly a unit in the Insull group, as 
an expert on utility rates. He served as vice 
president of the company for several months. 
In 1933 Mathews became a member of the 
Federal Trade Commission and later went with 
the Securities and Exchange Commission. He 
left the SEC in 1940 to become vice president 
of the Northern States Power Company, then 
a Standard Gas subsidiary. In 1942 he left 
Northern States to become vice president of 
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the Public Utility Engineering & Service Cor. 
poration, a Standard Gas service company sub. 
sidiary. 


CAB Asked to Rule on 
Monopolies 


HE question whether establishment of air 

lines by railroads, bus and truck systems, 
and steamship companies would lead to a mo. 
nopoly of transportation and a restraint of 
competition was formally put before the Civil 
Aeronautics Board by the Department of Jus- 
tice early last month for the second time with- 
in a week, 

Stating that the department is the sole gov- 
ernmental agency concerned with protecting the 
public interest in this important question, 
Tom C. Clark, assistant attorney general head- 
ing the antitrust division, seeks to ascertain 
what would be the result should great trans- 
portation agencies such as the Greyhound Bus 
Lines, the United States Freight Company, 
the Chicago, Burlington & Quincy Railroad, 
and the Shawmut Trucking Corporation enter 
the air lanes to carry freight, passengers, and 
mail. 

Acquisition of air lines by other forms of 
transportation has already excited interest in 
Congress where Senators Burton K. Wheeler 
and Bennett C. Clark have asserted this would 
be monopolistic and wrong in principle. Both 
said steamship companies, railroads, and the 
like, should remain in their own field. At- 
tempts to broaden or tighten legislation con- 
trolling such acquirements are now being made 
by adversaries in the controversy. : 

Unless present law is changed, the CAB will 
make the decision whether air-line ownership 
and operation by the other transportation agen- 
cies would be against the public interest, if it 
would mean monopoly, or whether it actually 
might benefit travelers and senders of freight. 

On July 8th Mr. Clark asked the CAB for 
leave to intervene in six applications where 
other transportation media seek to create ait 
systems. He had previously made the same 
request regarding five similar applications. In 
some cases the projected lines would carry 
freight alone, but in others passengers and mail 
would be included. 


Gas Supply Critical 


HE gravity of the natural gas supply situ- 
ation in the eastern industrial section 0 
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THE MARCH OF EVENTS 


the United States was brought strikingly to the 
fore last month. Under the impetus of accel- 
erated war production, heavy industries 
throughout this territory are utilizing natural 
gas at a sharply higher rate than in the prewar 
period with the result that a severe shortage of 
gas for the region is predicted by 1944-45. 
Natural gas companies supplying the area, 
as well as officials in Washington, are seriously 
concerned over the problem and last month 
the Federal Power Commission disclosed two 
major developments aimed at alleviating the 
shortage. The first came in the form of an 
anplication by the Hope Natural Gas Com- 


any, a subsidiary of the Standard Oil Com- 


pany of New Jersey, for commission approval 
of a projected 1,140-mile pipe line to bring nat- 
ural gas from the Hugoton gas field in south- 
western Kansas to the company’s facilities in 
Kanawha county, West Virginia. 

The other was the issuance by the FPC of an 
order stating that it would grant a certificate 
of convenience and necessity to the Tennes- 
see Gas & Transmission Company for con- 
struction of a natural gas pipe line from Lou- 
isiana to Kentucky, if the company is able to 
finance the project and obtains the necessary 
materials. The Tennessee gas line, as pro- 
jected, would run some 800 miles and would 
supply initially 150,000,000 cubic feet of gas 
daily to the depleted Appalachian region. 

Hope Natural Gas and Columbia Gas & 
Electric Corporation currently supply approxi- 
mately 60 per cent of the total natural gas re- 
quirements of the industrial East, comprising 
the Appalachian region, and according to their 
officials large curtailments in service to war 
industries will have to be made unless addi- 
tional large amounts of gas are made available. 
Estimates of supply and demands covering 
companies handling 80 per cent of the require- 
ments of the Appalachian region—which ex- 
tends from West Virginia to northern New 
York state—were reported to indicate that for 
the current year the gas shortage may run up 
to a total of 15,000,000,000 cubic feet. The 1944 
peak day estimate, according to FPC engineers, 
will not be met by approximately 300,000,000 
cubic feet. 


FPC to Investigate Contract 


HE contract under which the Braddock 

Light & Power Company, affiliate of the 
Potomac Electric Power Company of Wash- 
ington, D. C., collects at the rate of more than 

000 a year for current delivered to the 
Pentagon building in Virginia, is to be investi- 
gated by the Federal Power Commission. The 
FPC has authority, if it finds the charge ex- 
cessive, to renegotiate the contract and de- 
mand a reduction in rates. 

Officials of the Federal Works Agency, which 
operates the Pentagon building for the Army, 
complained May 28th to the FPC that the 
Braddock Company, by means of its contract, 
exacts from the government a 30 per cent over- 


charge for current supplied the building ana 
the government’s dormitory for women em- 
ployees in the Arlington Farm Residence halls. 

FWA asked the FPC, under an executive or- 
der of the President, to review and renegotiate 
the contracts, but the FPC took no steps toward 
complying until an account of the profitable 
arrangement enjoyed by the Braddock Com- 
pany was published in a Washington paper. 

The FWA executed the contract on terms 
agreed to by the Army and subsequently com- 
plained that the March electric bill of the Pen- 
tagon building was $55,716, whereas it would 
have been only $41,900 if the current had been 
supplied on the basis on which PEPCO sells 
electricity in the District to large government 
units under schedule. 


Senate Investigation of REA 


A* investigation of the Rural Electrification 
Administration by the Senate Agriculture 
and Forestry Committee was commenced last 
month. The committee’s chairman, Ellison D. 
Smith, Democrat of South Carolina, will head 
a subcommittee appointed to look into charges 
of outside political pressure against REA, pre- 
cipitated by a recent article published in 
Pusiic Utiities FortNiGHTLY by Judson 
King, REA consultant. 

The committee as a whole voted to take this 
action without formal Senate approval of the 
resolution introduced recently by Senator Ship- 
stead, Republican of Minnesota. The commit- 
tee is authorized to do this by reason of a 
resolution approved by the Senate last Febru- 
ary (S Res 96) which empowers it to make 
preliminary investigations at its own discretion, 
not exceeding $5, expense. If the com- 
mittee later finds that the REA situation war- 
rants a more expensive investigation, it will go 
before the Senate next fall and ask for ap- 
proval of the Shipstead resolution. 

Other members of the Smith subcommittee 
to investigate REA are Senators Gillette, 
Democrat of Iowa; Bilbo, Democrat of Mis- 
sissippi; Aiken, Republican of Vermont; and 
Shipstead. Some members of the subcommit- 
tee met last month to give consideration to the 
methods of proceeding with the REA investiga- 
tion. They discussed briefly charges and coun- 
tercharges involving REA Administrator 
Harry Slattery and the National Rural Elec- 
tric Codperative Association in particular. No 
hearings are planned before the end of the 
summer recess in September. 

Result of this Senate committee investiga- 
tion of REA may be an important decision of 
policy on the question of just how much liber- 
ty of action the local co-ops should have with 
respect to Federal REA. There is some tend- 
ency on the part of REA to promote central 
control and supervision over the co-ops even 
after they have paid off their loans to the 
Federal government. The NRECA represents 
the contrary position. It feels they have a right 
to do as they please with their revenues. 
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Alabama 


Court Reviews FPC Order 


2 HE Alabama Power Company paid “an ex- 
cessive and unreasonable” sum for the land 
on which to build its Jordan dam project on 
the Coosa river, according to a ruling by the 
Federal Circuit Court of Appeals. 

The decision was made on July 8th in a re- 
view of an order of the Federal Power Com- 
mission requested by the company. The court 
decision held that the $1,000 an acre paid the 
state of Alabama was “excessive and unreason- 
able” and remanded the matter to the commis- 
sion for redetermination of legitimate cost. 

The ruling also held that a commission paid 
to a purchasing agent who secured the land 
must be disallowed as a legitimate cost. 

The court questioned a credit for electric en- 
ergy generated during construction of the proj- 
ect, and asked “a more proper determination.” 
The Federal Power Commission had ordered 
that the $504,286.48 should be credited, but the 
court said it had used a “catch-as-catch-can” 
theory in arriving at the figures. 


May Present Purchase Petition 


A MOVEMENT reportedly backed by M. P. 
Gray, Howard College instructor, and sev- 
eral others to present a petition to the county 
commission seeking a county-wide election on 


the question of county purchase of the Bir- 
mingham Electric Company was reported under 
way in Birmingham, it was disclosed recently 
by County Commissioner Henry W. Sweet. 

The commissioner said he had been notified 
considerable progress had been made in ob- 
taining the goal of 7,500 signatures to the pe- 
tition and that its backers expected to present 
the petition very soon. 

There is no law providing for a county-wide 
referendum on any question but liquor, Com- 
missioner Sweet declared, adding that in event 
the dry forces should present a petition calling 
for a county-wide dry election he would favor 
calling an election on the BECO purchase issue 
at the same time. 

Such an election, he said, would not compel 
the commission to buy the electric company 
properties, but would give the county commis- 
sion a cross section of how the public stands 
on the utility purchase plan. 

Commissioner Sweet was the only member 
of the county commission to indicate a favor- 
able position in reference to the BECO pur- 
chase last summer when the commission was 
besieged for more than a month by proponents 
of the plan. 

Under a ruling of the Securities and Ex- 
change Commission, Commissioner Sweet de- 
clared, the BECO properties must be disposed 
of one way or another by August 23rd. 


Arizona 


Extension Granted 


HE state corporation commission recently 

granted intervenors in the Salt River Val- 
ley Water Users Association jurisdiction case 
until August 10th to make a filing. 

The extension was asked by A. Van Wag- 
enen of Casa Grande, attorney for Electrical 
District No. 2 of Pinal County, and J. H. 
Mouer of Phoenix, counsel for the Roosevelt 
Conservation District, the intervenors. 

The case involves a motion by the commis- 
sion to take jurisdiction over the water users 
in fixing rates for its electrical power output. 


NWLB Returns Wage Dispute 


A WAGE dispute between the Arizona Power 
Company, of Prescott, and the Interna- 
tional Brotherhood of Electrical Workers, 
AFL, was returned to the parties for further 
negotiations by the National War Labor Board 
on July 13th in line with the board’s policy of 
urging the full utilization of contractual griev- 
ance procedures in the settlement of labor dis- 
putes wherever possible. 

The board’s directive order read, “. . . the 
National War Labor Board declines to deter- 
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mine the issues in dispute between the parties 
in this case until the parties have utilized all 
steps of their contractual grievance procedure. 
It is therefore directed that the parties pro- 
ceed, in line with the resolution of the board 
on July 1, 1943, to utilize such grievance pro- 
cedure before submitting their dispute to the 
board.” 

The board also recommended that the com- 
pany and the union consider providing for the 
appointment of an arbitrator by some outside 
agency in the event that they cannot agree upon 
a procedure for arbitrating the unsettled issues. 


Purchase Negotiations Reopened 


fs grog svage for the purchase of the Tuc- 
son Gas, Electric Light & Power Com- 
pany were recently reopened by the city of Tuc- 
son after the issue had been abandoned by the 
mayor and council upon recommendation of the 
citizens’ public utilities committee. 

Eugene F. Durand, member of a stock brok- 
erage firm, was designated by the council to at- 
tempt to secure a more acceptable offer from 
the Federal Light & Traction Company of 
New York, the owner. The original figure 
was $9,100,000. 
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Power Probe Ordered 


HE state corporation commission on July 

17th ordered an investigation of the Ari- 
zona Edison Company and California Electric 
Power Corporation, both at Yuma, for the 
purpose of reducing rates. 

The two companies were directed by the 
commission to appear at the Yuma county 
courthouse July 30th for a hearing to show 
cause why their rates should not be reduced 


in whatever amount “we may find to be just 
and reasonable.” 

Parker dam power shortly will be available 
for distribution by the two utilities, the com- 
mission said, adding that with this source of 
power “it follows that substantial reductions 
in operating costs will result, all of which 
shall be passed on to consumers.” 

The commission said it further appeared 
that in addition “there should be further reduc- 
tions due to normal operations.” 


Arkansas 


Power Firms Score 


RIVATE power companies won a major round 
P in their fight to prevent invasion of urban 
territory by government-financed codperative 
lines on July 14th. The state utilities commis- 
sion issued an order recognizing the right of 
private concerns to increase wholesale rates to 
rural electric codperatives which attempt to ex- 
pand from farm to municipal areas. Several 
cooperatives have bought distribution systems 
in municipalities within the last two years. 

The Oklahoma Gas & Electric Company was 
authorized to restrict, through application of 
higher rates, the resale of power sold at whole- 
sale to the Arkansas Valley Electric Codpera- 
tive of Ozark. 

This codperative, only one in Arkansas 
served by the OG&E, has not attempted to take 
over municipal areas or large nonfarm custom- 
ers. But, under the new order, if the co-op 
resells power to towns with more than 250 
population or to industries of more than 30- 
kilovolt amperes capacity, the OG&E was au- 
thorized to charge the co-op for such service 
at the standard wholesale industrial rate for 
municipalities instead of the lower rural elec- 
tric rate. 

The commission denied on legal grounds an 
application by the Arkansas Power & Light 
Company for authority to generally increase 
rates to co-ops serving municipal areas. But 
lawyers agreed that the AP&L could file an- 
other application with definite restrictions on 
resales, similar to those approved “for the 
OG&E, and obtain approval. 

The AP&L based its application on a half- 
dozen points, but its brief abandoned all 
grounds except that of discrimination. It said 
the rural electric rate to codperatives, which 
was promotional to stimulate rural electrifica- 
tion development, was discriminatory against 


its customers in other towns who pay the regu- 
lar rate. The application was denied because, 
the commission said, the company had not 
proved there was discrimination. 


Urge Power Pool Rebate 


AWYERS for the Federal Power Commission 
told the commission in effect recently that 
the Southwest power pool should return more 
than $200,000 which has been collected from 
the Defense Plant Corporation as part pay- 
ment for power delivered to the Lake Catherine 
aluminum plant in Arkansas but not yet dis- 
tributed among companies in the pool. 

The lawyers, Lambert McAllister and How- 
ell Purdue, in a brief filed with the commis- 
sion in the latter’s investigation of rates 
charged by the pool, denied assertions that the 
FPC has no jurisdiction in the case. 

“There has been much unwarranted and un- 
justified agitation” about the commission’s 
jurisdiction, they declared. 

They said the contention of P. A. Lasley, spe- 
cial lawyer for the Arkansas Department of 
Public Utilities, that the FPC sought to invade 
states’ rights consisted of “random and unsup- 
ported assertions” and was “based upon mis- 
conception of the law and of the facts of this 
case.” 

The brief said that under an intercompany 
agreement determining distribution of revenues 
among the 10 companies, power is transmitted 
in interstate commerce and sold at wholesale 
to the Arkansas Power & Light Company, 
which in turn sells it to the Defense Plant Cor- 
poration for the aluminum plant. The govern- 
ment lawyers said disclosures of the investi- 
gation call for a “complete reformation” of the 
intercompany agreement, and charged that the 
agreement gives 4 of the companies a dis- 
proportionate share of the revenues. 


Connecticut 


Local Busses Overloaded 


a recent survey were overloaded be ond the 
legal limit established by the state public utili- 
ties commission, it was learned last month. 


S% out of every 10 busses operated in Hart- 
ford by the Connecticut Company during 
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passenger count by the transit company for 
the purpose of informing the Office of Defense 
Transportation of the extreme transportation 
crisis existing in Hartford. The figures were 
presented to Homer A. Johnson, regional ODT 
head, at a conference held in Hartford on July 
13th as a basis for the “appreciable relief” he 
promised state and tvansportation officials. 

At the conferer . fr. Johnson announced a 
6 per cent increase in mileage allowance for 
the bus companies, which local officials have 
branded “far from satisfactory” as it still re- 
stricts bus mileage to 96 per cent of the total 
traveled during the week of May 22nd, a 
period, local officials pointed out, when relief 
was needed. 


After studying the latest developments, 
Mayor O’Connor injected the city administra- 
tion deeper in the fight for adequate transporta- 
tion by announcing on July 14th that he had 
delegated City Traffic Engineer William E., 
Egan to confer with ODT Director Joseph B. 
Eastman in Washington. 

The survey undertaken by the Connecticut 
Company, to authenticate its appeal for addi- 
tional mileage and gasoline and more equip- 
ment, shows that overloading was prevalent 
on every line during both peak and nonpeak 
periods. The busses were considered over- 
loaded when the number of standees exceeded 
40 per cent of those seated, which is the “safe” 
margin established by the state commission. 


Illinois 


Transit Merger Revival Hinted 


oPE for revival of the Chicago transporta- 
tion unification plan recently rejected by 
the state commerce commission was indicated 
last month by Federal Judge Michael L. Igoe. 
In a memorandum to his 5-man traction com- 
mittee, the judge intimated that a new plan 
may be drawn up to meet the objections raised 
by the state commission. He directed that a 
report on this possibility be submitted to him 
by September 20th. He also ordered immedi- 
ate filing of notice of an appeal from the com- 
mission’s rejection last June of a plea for a 
rehearing on the early plan. He made it clear 
that this step was suggested merely to preserve 
the record, saying that the final decision on 
whether an appeal will be taken depends on the 
opinion of attorneys on the likelihood of ac- 
complishing “satisfactory results.” 
But apart from the appeal move, efforts 
should be made at once to end the surface lines 


receivership and to complete reorganization of 
the elevated lines, Judge Igoe said in his memo- 
randum. The state commission proposed 
separate reorganization of the surface lines as 
a step toward unification, and suggested that 
all the benefits of the proposed plan could be 
ordered by the commission without corporate 
unification. 

The judge urged that “those suggestions 
should be carefully considered.” 

Operations of suburban bus lines, which use 
many miles of city streets without compensa- 
tion to the city government, have become the 
subject of a thorough investigation by the 
staff of the city council’s local transportation 
Tr members of the group said recent- 
y. 
The lines have been a source of irritation 
to the committee for many months. The sub- 
urban lines continue to operate into Chicago, 
much as they did before the war and often in 
duplication of local facilities. 


Indiana 


Rate Answer Filed 


TTORNEYS for the Indianapolis Railways 
conferred with state public service com- 
mission officials recently and filed an answer 
to the original petition of Howard T. Batman, 
public counselor for the commission, that the 
utility show cause why it could not reduce and 
make uniform its fares. 

In the answer the company contended the 
commission was in error, as far as the consti- 
tutional rights of the commission are con- 
cerned, in asking the company to prove its 
rates should be reduced. It said the burden of 
proof lay with the commission and asserted 
that if the rates are excessive, that fact should 
have been determined before action was taken. 

The answer also challenged the authority of 


Mr. Batman to file the original petition, con- 
tending it should originate from the commis- 
sion. Mr. Batman’s petition said the railway 
company showed an increase of $393,599 in its 
1942 operating income over 1941. He used this 
as a basis for requesting the reduced fares. 


To Offer Refunding Bonds 


A PETITION of the Northern Indiana Public 
Service Company asking permission to 
sell $45,000,000 in refunding bonds has been 
granted by the state public service commission. 

The utility, in its petition, said it could effect 
an annual saving in interest payments of from 
$225,000 to $300,000 by refunding at a rate of 
interest one-half of one per cent lower than the 
3% per cent rate now being paid. 
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Kentucky 


Vast Utility Savings Claimed 


A STATE public service commission report 
made public by Governor Keen Johnson 
last month declared that annual savings of $7,- 
048,001 and accumulated savings of $33,793,729 
for customers of private utilities in Kentucky 
have been effected in the eight years the com- 
mission has been in existence. 

At the same time, the commission reported, 
economies and reduced personnel due to the 
war made it possible to reduce the assessments 
against the utility companies from $100,000 
charged in the fiscal year just ended to $75,000 
for the current period. 

The report explained that the utilities are 
assessed under state law creating the commis- 
sion in order to pay its expenses and that the 
legal maximum total is $130,000 a year. 


Seek Price on Plant 


C~ Manager H. G. McElwee was instruct- 
ed by the Paducah city commission last 


month tc communicate with Tennessee Valley 
Authority officials at Knoxville and obtain their 
appraisal of the electric utility system owned 
by Kentucky Utilities Company in that city. 

Paducah has been attempting to buy the sys- 
tem for several months, but thus far has not 
been able to obtain TVA’s appraisal. The 
manager was asked to determine the “sum of 
money which would be a fair, reasonable, and 
advantageous price for the city to pay the 
company for its system and to make a report 
as soon as necessary information is obtained.” 

The manager was told he may negotiate with 
TVA officials in Knoxville personally, if other 
means are not satisfactory. The city com- 
mission said if the price recommended by TVA 
is approved, McElwee will be authorized to 
submit the figure to R. M. Watt, Kentucky 
Utilities president. 

“Tf the price is not accepted in ten days,” the 
commission motion read, “formal proceedings 
will be immediately initiated for acquisition of 
= system as the city is authorized in the fran- 
chise.’ 


Maryland 


Municipal Plant Closed 


"Se officials of Frederick emphasized re- 
cently that the municipal light plant would 
not be dismantled because a contract has been 
made with the local utility company to provide 
the city with all its electricity requirements. 
The plant was closed July lst when the local 


rationing board refused to issue additional fuel 
oil coupons. 

Officials said sufficient fuel oil is stored at 
the plant to permit a regular turnover of the 
machinery for several months, after which 
steps will be taken to prevent the equipment 
from depreciating. It is planned to operate the 
plant again after the war. 


Nebraska 


Entitled to Judicial Ruling 


OMEHOw, somewhere, the Consumers Public 

Power District is entitled to a judicial 
finding as to the regularity of the proceedings 
by which the city of Sidney is attempting to 
condemn and take over its property in that 
area, Clarence A. Davis and William W. Red- 
mond, its attorneys, told the state supreme 
court on July 13th in a brief of 109 pages. This 
was filed in support of the action brought to 
restrain the court of condemnation named by 
the supreme court from proceeding with an 
appraisal of the property. 

The district maintains that in spite of the 
fact that the title of the property was in the 
Consumers at the time of and six weeks before 
the proceedings were first started, the city 
named the Western Public Service Company 
as the owner, and that in the ordinance sub- 
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mitting the question of purchase to the voters 
the property proposed to be taken was so 
vaguely described as to be void because the 
owner could not tell therefrom what was pro- 
posed to be taken. 

Although the court has twice upheld the law 
setting up condemnation courts, the attorneys 
argued it was unconstitutional because it en- 
larged the jurisdiction of the supreme court 
beyond constitutional limits, that it imposed 
administrative functions on the court, and that 
it denied equal protection cf the law because 
it is a special act regulating practice in courts 
of justice since it applies only to the owners of 
one class of property and as to that class denies 
them regular access to the courts and trial by 
jury to which owners of all other property 
are entitled. 

Mayor Dan Butler disclosed recently that 
he had ordered Omaha city attorneys to in- 
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vestigate the Sidney electric utility condem- 
nation case. 

Mayor Butler said he had been ad- 
vised that condemnation rights under the 
Omaha Power Commission law might hinge 
on outcome of the Sidney Case. Mayor Butler 
said he would await a report from city at- 
torneys before deciding whether to recom- 
mend to the city council that Omaha intervene 
in the Sidney-Consumers litigation. 


Board Has Power 


HAT the board of directors of the Loup 

River Public Power and Irrigation District 
have full legal authority to cut down the num- 
ber of directors to be elected hereafter from 
nine to eight is the opinion sent by Assistant 
Attorney General Comstock on July 15th to 
State Engineer Scott, who has approval pow- 
ers. 

This action of the board, however, is not 
binding on future boards, which have the 
power to either decrease or increase the num- 
ber within the limits of the law, which pro- 
vides that the number may be any between five 
and twenty-one, inclusive, by a three-fifths 
vote of the directors in office. Being purely 
creatures of the statute, such districts may ex- 
ercise only those powers and authorities set 
out therein. 


New 


Commissioner Appointed 


pore A. ArkwricHT, Brooklyn Republi- 
can lawyer and president of the Brooklyn 
Bar Association, was appointed by Governor 
Thomas E. Dewey on July 7th to a full 10- 
year term as a member of the state public 
service commission. 

Mr. Arkwright succeeded George R. Van 
Namee, Manhattan Democrat, in the commis- 
sion of five members, changing the political 
division of the agency to three Democrats and 
two Republicans. The office pays $15,000 
annually and is one of the most important ap- 
pointments made by the governor. Mr. Van 
Namee’s term expired February Ist. 

Mr. Arkwright was born in Brooklyn in 
1888. He was educated in the public schools 
and was graduated from Jamaica High School 
in 1908. He was graduated from the Univer- 
sity of Pennsylvania in 1911, and from Ford- 
ham University Law School in 1917. 

Mr. Arkwright established a law practice in 
Brooklyn after serving overseas in the last 
World War. 


Bimonthly Plan Widened 


HE state public service commission last 
month authorized bimonthly meter read- 


To Complete Plant Purchase 


Fyre s by the city of Omaha of the 
Nebraska Power Company property is 
expected to be completed in a relatively short 
time, it was learned in local utility circles last 
month. The bill authorizing Omaha to take 
over the Nebraska Power properties was 
signed by Governor Dwight Griswold on May 
29th, but since it passed the state legislature by 
less than a two-thirds majority, ninety days 
must elapse, under Nebraska law, before the 
bill becomes effective. 

The Nebraska Power Company is the last 
private utility remaining in the state. It pro- 
duces 60 per cent of the electric energy con- 
sumed and provides electric power and light 
service in Omaha and 38 adjacent communi- 
ties in eastern Nebraska as well as in Council 
Bluffs and 8 other communities in Iowa. 

Soon after the Public Works Administration 
had granted the public power districts in 
Nebraska substantial loans and grants for the 
construction of hydroelectric generating plants, 
the districts began to carry on extensive 
negotiations looking to the purchase of the 
private electric companies operating in the 
state. By early 1942 they had been successful 
in purchasing every privately owned utility 
with the single exception of the Nebraska 
Power Company. 


* 


York 


ings and billings by the New York State Elec- 
tric & Gas Corporation for electric service in 
numerous villages and towns in Tompkins, 
Tioga, Cayuga, Chemung, Seneca, and 
Schuyler counties. The change from a 
monthly basis would be effective July 27th. 

Similar plans for extended readings and bill- 
ings have been authorized throughout the state 
to conserve war materials. 


Merger Petition Amended 


A* amended petition to the state public serv- 
ice commission, requesting the necessary 
consents and approval of that commission to 
the proposed consolidation of Buffalo Niagara 
Electric Corporation, Niagara, Lockport & On- 
tario Power Company, Lockport & Newfane 
Power & Water Supply Company, Buffalo, 
Niagara & Eastern Power Corporation, Cen- 
tral New York Power Corporation, and New 
York Power & Light Corporation into the 
Niagara Falls Power Company, was filed with 
that commission last month, it was announced 
recently by the Niagara Hudson Power Cor- 
poration. 

The state commission had earlier returned 
to the petitioning corporations the petition 
filed with that commission on June 28th. In a 
memorandum approved by the commission it 
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was stated that the reason for returning such 
petition was that one paragraph of the peti- 
tion filed on June 28th was “an attempt to limit 
in advance the scope of the commission’s in- 
vestigation and to assume the right to remove 


a 


from consideration factors that are proper and 
necessary in an adequate investigation.” The 
commission further stated that no final de- 
termination can be made until complete hear- 
ings have been held. 


Oregon 


May Join PUD 


HE possibility that Toledo, largest city in 
Lincoln county, which already has its own 
municipal water and power commission _or- 
ganized, may vote on joining the proposed Lin- 
coln-Lane-Douglas-Coos Public Utility Dis- 
trict at the coming May primaries, was being 
considered recently by city officials. 
It was disclosed that at the suggestion of 
the 4-county district sponsors, who have the 
power to circulate petitions locally, but have 


indicated their desire to place the matter in 
the city council’s hands, a joint meeting of 
PUD backers, power engineers, and Bonneville 
representatives would be held in Toledo late 
in July to discuss the advisability of Toledo 
operating its own long-planned municipal plant 
or entering the utility district. 

C. Brazil, district Bonneville official, told the 
city council session that since the city is already 
served by the PUD, the main question in- 
volved was whether Toledo would have a 
director on the PUD board. 


Pennsylvania 


Blanket Increase in Return 
Unauthorized 


n= on earlier press reports, Pusiic Ut1tt- 
TIES FORTNIGHTLY, issue of July 8, 1943, 
stated that the Pennsylvania Public Utility 
Commission had decided in its statement of 
policy, issued on June 8, 1943, to allow utilities 
to earn a given return in excess of 6 per cent 
during the war emergency. It appears, how- 
ever, upon further examination of the text of 
the statement of policy in question that no men- 
tion whatever was made of the rate of return 
that would be allowed during the war emer- 
gency, except that it might be increased. 
Commission spokesmen have emphasized 
that the rate of return to be allowed in any 
case, regardless of when it is heard, will be 
fixed only after a consideration of the particu- 
lar evidence submitted in such proceedings. 


Order Consolidates Companies 


HE state public utility commission last 
month announced it had approved the 
merger of four natural gas subsidiaries of the 
Columbia Gas & Electric Corporation, having 
an aggregate capitalization of $37,550,000, and 


acquisition by the new firm of the Fayette 
County Gas Company for $1,434,855 

The consolidating utilities, which have 
operated for a number of years as a single 
company, having the same officers and person- 
nel, are: the Manufacturers Light & Heat 
Company; Manufacturers Gas Company; 
Pennsylvania Fuel Supply Company; Greens- 
boro Gas Company; the Fayette County Gas 
Company. 

The commission said “no change in rates is 
contemplated, it being the intention of the new 
company to adopt the present tariff of the 
several companies,” and pointed out that the 
transmission facilities of all five firms are 
either directly or indirectly interconnected. 


Commission Reviews Records 


Cure for the Pennsylvania Power & 
Light Company and the state public utility 
commission last month gathered up loose ends 
of the 11-year-old case in which the commis- 
sion has endeavored to find a fair rate struc- 
ture for the company. 

The hearing on July 14th was devoted chiefly 
to reviewing records and disposing of exhibits 
offered previously but never acted on by the 
commission. 


South Carolina 


Set to Fight US Power Move 


TS Federal Power Commission has opened 
proceedings designed to give it jurisdic- 
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tion over a privately owned upstate hydro- 
electric facility and the South Carolina Public 
Service Commission has countered with a pro- 
posal that such a move be postponed. 
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The disclosure of these developments last 
month was accompanied by a definite indica- 
tion that the Federal and state commissions 
might oppose each other on this issue, since 
at least some members of the state body are 
known to be opposed to the plan and see it 
as representing another intrusion upon state 
rights in the regulation of utilities. 

The plant over which the Federal commis- 
sion would place its regulatory powers is the 
Portman Shoals development on the Seneca 
river, in Anderson county. The plant is owned 
by the Duke Power Company and Duke al- 
ready has been ordered by the FPC to show 
cause why it should not apply for a Federal 
license for this plant. No date has been set 
for a hearing. 


Bond Issue Approved 


pen state public service commission last 
month gave formal approval to a proposed 
$20,000,000 refinancing bond issue for the 


South Carolina Electric & Gas Company and 
the Lexington Water Power Company, soon to 
be consolidated into one corporation. 

This additional step towards the merging 
and refinancing of the two concerns as private- 
ly owned corporations came just when it was 
learned that trustees of the concerns’ parent 
holding companies, at New York, had de- 
clined to renew the option, now expired, which 
the Santee-Cooper Authority had held to pur- 
chase the Columbia and Lexington properties. 

The next move towards bringing about final 
consummation of the refinancing plan was 
taken by the Securities and Exchange Commis- 
sion on July 15th in approving the bond issue, 
The FPC has already approved the merger, 
and was expected to act on the refinancing plan 
at an early date. 

Under the financing plan, which was not op- 
posed at a public hearing held by the state 
public service commission on July 14th, all 
outstanding bonds and debentures of the two 
concerns would be recalled and paid. 


Texas 


Power Plant Suit Rejected 


HE state supreme court on July 14th re- 

fused to consider, for want of merit, an ap- 
plication for writ of error in a suit attacking 
the contract between the city of San Antonio, 
the Guadalupe-Blanco River Authority, and 
Lower Colorado River Authority to lease the 
Comal power plant at New Braunfels. 

The suit was brought by W. B. Tuttle as a 
trustee for the San Antonio Gas & Electric 
system. The district court there granted a 
temporary injunction. 


Negotiations Hit Snag 


3h profits taxes paid by the Dallas 
Power & Light Company to the Federal 
government for 1942 of $326,000 and estimates 
that 1943 operations will require payment ot 
twice that much were said to be conclusive 
that Dallas Power & Light rates are too high. 
Negotiations between the city and power 
company over a reduction in domestic rates 
and other concessions sought by the munici- 
pality and matters which the company ask in 
return continued at a deadlock last month. 


p 
Washington 


Power Referendum on Ballot 


ECRETARY of State Belle Reeves has certi- 
fied Referendum No. 25, the public power 
measure, to the 1944 election ballot, it was re- 
ported recently. 
The canvass of petitions to the referendum, 
completed on July 12th, established that 24,721, 
or 20.2 per cent of the 127,232 persons who 


signed the petitions were not legal voters and 
their signatures were rejected, leaving a net 
of 101,511 legal signatures. Only 30,000 are 
needed to refer the measure to the people. 

Referendum 25 originally was Initiative 12, 
passed by the recent legislature. It would per- 
mit public utility districts to combine to ac- 
quire the entire properties of privately oper- 
ated utilities. 


Wisconsin 


OPA Denied Rehearing 


B ters state public service commission has de- 
nied the Office of Price Administration re- 
hearing on a June 15th commission order on 
gas rates of the Milwaukee Gas Light Com- 
pany, it was announced on July 14th. 
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The June 15th order dismissed an OPA peti- 
tion which requested that the state commis- 
sion require the utility to retain a former 43- 
cent rate for space-heating gas rather than 
charge a 45-cent rate adopted as a result of a 
fuel oil clause approved by the state commis- 
sion in 1935. 
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Utility Rulings 


Unrestricted Permit for Industry’s Electric 


Line Annulled 


HE Massachusetts Department of 

Public Utilities sustained an appeal 
by the Haverhill Electric Company from 
the decision of municipal officials author- 
izing an industrial company to install, 
erect, and maintain an electric line along 
the top of a conduit crossing city streets. 
The permit was not restricted to private 
use. 

At the outset the question whether the 
utility might appeal was decided in its 
favor. The commission held that al- 
though no appeal lies from the decision 
of municipal officials if there is no elec- 
tric company having the right to lay elec- 
tric lines upon, along, or under, or across 
the public ways of the city, or if the per- 
mit is for private use, an appeal does lie 
where an electric company is engaged in 
the manufacture or sale of electricity in 
a city or town. 

There was nothing in the petition of 
the industrial company or the order of the 
municipal council to indicate that the lo- 
cation granted was limited to the supply 
of electricity for private use. The com- 
mission said it might be, as contended by 
the city, that the location could have legal 
effect only as the location of an electric 
line for private use, since it was granted 
to a private business corporation lacking 
authority to transmit electricity for sale 
or to sell electricity. It did not follow, 
however, that the order granting the loca- 


tion was intended to be an order under a 
statute restricted to private use. 

Moreover, it appeared that the purpose 
of installing the line was to resell elec- 
tricity, obtained from the utility com- 
pany, to tenants of the industrial com- 
pany. It also appeared that it would be 
possible for this company, if it obtained 
the right to cross the public ways and 
was able to obtain electricity, to sell elec- 
tricity to a large number of persons, in- 
cluding both its tenants and members of 
the general public, without crossing an- 
other public way. 

Although under existing articles of in- 
corporation it seemed that the resale of 
electricity to tenants would be ultra vires, 
the evidence was that the industrial com- 
pany had done so before. If the appeal 
were not sustained, said the commission, 
the company was likely to carry out its 
expressed intention to make such resale 
irrespective of the limitations in its 
articles of incorporation. 

The commission was of the opinion 
that the burden of proof was not on the 
electric company to prove an intention on 
the part of the industrial company to re- 
sell to the public. The order of the coun- 
cil afforded the opportunity to make 
such sale to a considerable territory when 
this might have been forbidden by an 
express restriction. Re Haverhill Elec- 
tric Co. (DPU 7046). 


& 


Preferred Dividend Payment Out or Capital Permitted 


DECLARATION of the Commonwealth 
& Southern Corporation regarding 
the declaration and payment of a pro- 
posed dividend of $3 a share on out- 
standing preferred stock was permitted 
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by the Securities and Exchange Commis- 
sion to become effective subject to the 
terms and conditions prescribed in Rule 
U-24 of the General Rules and Regula- 
tions and subject to the further condi- 
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tion that the company accompany the 
dividend check with a statement indicat- 
ing that the dividend was being paid out 
of capital. 

The company has a plan pending under 
§ 11(c) of the Holding Company Act to 
comply with the commission’s “one 
stock” order under § 11(b)(2). The 
plan provides, in addition to the elimi- 
nation of the existing preferred and 
common stock in exchange for a new 
class of common stock, for the payment 
of all debts and a restatement by the 


company of the carrying value of its in- 
vestment. The management recognized 
the proposed dividend payment should be 
considered as a payment out of capital, 
notwithstanding the fact that the pay- 
ment would be charged against the ac- 
count entitled “Earned Surplus,” in view 
of the contemplated restatement. The 
commission found that there would be no 
prejudice to security holders or the pub- 
lic. Re Commonwealth & Southern 
Corp. (Delaware) (File Nos. 54-75, 
70-726, Release No. 4383). 


e 


FPC License Condition Not a Restraint 
On State Rate Powers 


New York court has upheld a com- 

mission rate order eliminating a 
profit on additional water diversion from 
the Niagara river permitted by the Fed- 
eral Power Commission subject to a con- 
dition requiring profits from the diver- 
sion to be paid into an “emergency diver- 


sion reserve.” 

The Federal commission, in Re 
Niagara Falls Power Co. (1941) 40 
PUR(NS) 193, had authorized the 
additional diversion in view of emer- 
gency requirements for national defense 
industries. In view of the willingness 
of the company to furnish the additional 
power at cost, the commission required 
that the differential between the exist- 
ing rate of 4 mills per kilowatt hour and 
the cost of furnishing the power gener- 
ated by the additional water be kept in 
an “emergency diversion reserve.” This 
fund was to be treated as a payment to 
the company upon its net investment in 
the property in the event of acquisition 
of the plant by the United States on 
termination of the license, in this case 
on March 2, 1971. 

The state commission, having in mind 
the willingness of the company to fur- 
nish this power at cost, directed the com- 
pany to sell the additional power to in- 
dustries engaged in war production at 
approximately 2.78 mills per kilowatt 
hour. 


AUG. 5, 1943 


This rate approximated the cost to 
the company of the production of power 
from the additional diversion. It con- 
templated no provision for payments to 
the emergency diversion fund and re- 
duced the gross annual revenue of the 
company by about $1,000,000 for this 
service, which is, approximately the 
amount that the company would be re- 
quired to deposit in the reserve under 
the terms of the Federal license amend- 
ments. 

The court did not interpret the Fed- 
eral commission order as requiring a de- 
posit in the reserve unless a profit were 
made on the additional power. It was ob- 
served that if the company were re- 
quired to deposit $1,000,000 annually in 
the reserve as a credit to the United 
States based upon a 4-mill rate on one 
hand, and was permitted to charge only 
2.78 mills under the order of the state 
commission on the other, it would be 
confronted with a loss of $1,000,000 an- 
nually upon an operation it undertook 
to perform without profit. Thus if the 
requirements of the two public authori- 
ties stood, the property of the company 
would be confiscated at a very rapid 
rate. 

The company contended that the re- 
quirement in its license for payment into 
the fund was an absolute condition of 
permission to use the additional water; 
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that the requirement, including the calcu- 
lation of the amount to be deposited 
based upon a charge of 4 mills, was with- 
in the power of the Federal commission 
in granting the license; and that it must 
be considered and given effect by the 
state commission in fixing the rate in 
ihe same manner as other costs of oper- 
ation. 

The state commission, however, con- 
tended that no power to fix rates for in- 
trastate power had been delegated by 
Congress to the Federal Power Commis- 
sion where there is an existing state rate- 
making authority ; that the 4-mill provi- 
sion in the license must yield to the rate 
fixed by appropriate state authority even 
if the result were that no money would 
be paid into the fund; and that it ap- 
peared from the license amendments and 


from the opinion of the commission that 
it did not intend to interfere with the 
rate-making power of the state. The 
court upheld this reasoning. The court 
declared : 


The public service commission has now 
done directly and effectively what the Fed- 
eral Power Commission sought to do, but, 
because of the limitations of its power, could 
not do directly—it has fixed a rate which does 
not admit of a surplus or excess profit aris- 
ing from the additional diversion. The rate 
fixed by the state eliminates the necessity of 
resort to the device of holding a large ac- 
cumulating surplus of $1,000,000 a year by 
eliminating the rate which would create that 
surplus. The public service commission’s 
order, therefore, carries out directly and 
presently the policy of the United States to 
reduce the cost of war production. 


Niagara Falls Power Co. v. Maltbie et 
al. 41 NY Supp(2d) 424. 


e 


Discriminatory Rates for Municipal 
Plant Service Illegal 


CITY operating a utility, according 

to a decision of the Arkansas Su- 
preme Court, must establish rates that 
are not discriminatory. It is prohibited 
from practicing discrimination just as 
any other public utility is so prohibited. 
This ruling was made in a case where 

a water district had turned over the 
waterworks to a city. The court did not 
determine whether the city was the abso- 
lute owner of the plant or was merely a 


trustee. When the district had operated 
the waterworks it had allowed residents 
in other districts to receive water at the 
same rate charged residents in its dis- 
trict. 

Without any evidence of change in 
conditions or additional expenditures 
the city proposed to charge them more. 
The court held that this was unreason- 
able discrimination. City of Malvern et 
al. v. Young, 171 SW (2d) 470. 


e 


Municipality Is Entitled to Profit on 
Utility Investment 


CONTENTION by a water consumer 

that a municipality operating a 
utility plant can charge rates only suffi- 
cient to pay operating expenses and in- 
terest on bonds has been overruled by 
the supreme court of Alabama. Rates for 
such municipal plant service, the court 
holds, are to meet the test of reasonable- 
ness as defined by law. As stated by the 
court : 
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Charges for municipal utility service have 
relation to the benefits received ; and because 
of such benefits rates may be fixed to bring 
in a reasonable profit on the investment, 
based on the value of the plant as defined by 
law. 5 McQuillin Mun. Corp. 64, § itt 
43 Am. Jur. 645, § 104; also p. 643, § 1 
Benson v. Andalusia, 240 Ala 99, 195 So 
443. The fact that the city authorities, having 
regard for the financial condition of the city, 
fixed these utilities rates with a view to trans- 
ferring the surplus income to the general 
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fund to help meet city obligations, and that 
substantial surplus funds were so transferred 
during the period here involved, did not 
render the utility rates excessive nor other- 
wise unlawful. 


While in the ownership and operation 
of a utility a city is engaged in a proprie- 
tary enterprise, said the court, and in 
prescribing lawful rates the governing 
body acts in a legislative capacity. The 
laws of Alabama authorize a municipali- 
ty to operate a plant subject to the limi- 
tation that rates shall be sufficient to pay 
the interest on bonds issued for the pur- 
pose of providing the plant and expenses 
necessary for operating the same. This 
authorization, the court held, is no limi- 


tation on the lawful rates. It looks to 
rendering these enterprises self-liquidat. 
ing projects in so far as reasonable rates 
would provide such funds and thus re. 
lieve the taxpayers of the burden of such 
indebtedness. 

The sole limitation upon rates, the state 
supreme court pointed out, appears ina 
provision that “such rates shall not ex- 
ceed the usual and customary ates 
charged by other cities, similarly situ. 
ated, for like service.” The court found 
no law forbidding a municipality to fix 
rates upon municipal utilities on the 
same basis permitted to privately owned 
utilities. Mitchell v. City of Mobile, 13 
So(2d) 664. 


e 


Abandonment of Street Railway Tracks 


eure railway company was author- 
ized by the Pennsylvania commis- 
sion to abandon service over a portion of 
its line covering one city block where the 
track in that block was not in safe condi- 
tion for operation, materials were not 
available for repair during the war 
emergency, and abandonment would not 
cause unreasonable hardship to the pub- 
lic. 

The commission, however, com- 
mented on an ordinance agreement, stat- 
ing: 

We are in no way bound by the provision 
of the ordinance-agreement whereby the ap- 
plicant utility may exercise its independent 
discretion that it “shall be relieved from op- 
erating on Main street when in its opinion it 
becomes impossible to do so, or when such 


operations become unsafe, or the public is 
best served by discontinuing the operation 
over this portion of the track.” The law is 
well settled that when an enterprise is de- 
voted to the rendition of a service to the 
public it becomes imbued with the attributes 
of a public utility and the attendant dedica- 
tion of service and facilities to a public use 
carries with it a submission to proper regu- 
lation. The legisiature has delegated the dis- 
cretionary powers encompassed by the 
quoted portion of the ordinance-agreement 
to this commission and the fact that appli- 
cant has recognized the requirement of sub- 
mitting those matters to our jurisdiction 
forecloses any further discussion of the 
efficacy or validity of any agreement inter-se 
which by design or incident attempts to sup- 
plant our discretionary function. 


Re West Penn Railways Co. (Applica- 
tion Docket No. 61964). 


7 


Railroad Switching District Change Set Aside 


HE elimination of a part of a city 

which had previously been one 
switching district from the benefit of a 
switching charge, so as to subject rail- 
road traffic to line-haul rates, which were 
much higher than switching rates, is un- 
reasonable and arbitrary where it was 
done to compel a customer in the ex- 
cluded area to purchase coal only from 
mines located on the railroad line, and 


the inability of the railroad to agree with 
a connecting line upon revenue on a joint 
haul did not justify the unreasonable ac- 
tion. This was held by the supreme court 
of Illinois when it affirmed a judgment 
setting aside a commission order approv- 
ing such a change. It was said: 

The commission in its report assumes the 


gas company was not interested in obtaining 
coal from other sources than mines upon the 
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line of appellant, but the evidence shows it 
would be useless to do so, because of the 
prohibitive cost brought about by this prac- 


tice. 

The Public Utilities Act was enacted 
not alone for the benefit of carriers, but for 
the public also. Illinois Commerce Commis- 
sion v. Chicago & E. I. R. Co. (1928) 332 
Ill 243, 163 NE 664. The facts that the ap- 
pellant and the Alton Railroad were unable 
to agree upon revenue on the joint haul and 
that the gas company was purchasing coal 
coming in on other lines, do not in them- 
selves constitute justification for the applica- 
tion of an unreasonable practice. . . 

There is some evidence in this case show- 
ing that the switching connection with the 


Other Impor 


baw a municipality was author- 
ized to contract with a water com- 
pany to furnish water service for the 
benefit of the municipality, but no ex- 
press contract was entered into, although 
the municipality over a period of years 
received service for which it was au- 
thorized to contract, the municipality 
was held by the court of appeals of 
Georgia to be liable for the reasonable 
value of the service received under an 
implied promise to pay for the reason- 
able value of the services received pur- 
suant to what is generally known as the 
“common honesty rule.” Eastman v. 
Georgia Power Co. 25 SE(2d) 47. 


A share-the-ride provision was ordered 
by the Pennsylvania commission to be- 
come a part of the filed tariff of all 
certificated call and demand operators, 
m order to conserve and providently 
utilize vital equipment, material and sup- 
plies, including rubber, and to provide 
for the prompt and continuous move- 
ment of necessary traffic, the attainment 
of which purpose is essential to the suc- 
cessful prosecution of the war. Re War 
Emergency Order No. 10. 


Income from business done at a coun- 
try railroad station on a great transporta- 
tion system, according to a ruling of the 
supreme court of Idaho, is not entitled to 
major consideration in passing on an ap- 


utility is of sharp curvature, and that cars 
are placed upon it with difficulty and pos- 
sibly some additional expense, but the real 
difficulty in this case seems to be the inabili- 
ty of the two railroads, parties to this law- 
suit, to reach an amicable agreement. This 
cannot be made the ground or basis of charg- 
ing one customer 67 cents per ton for switch- 
ing charges, while a customer on the op- 
posite side of the connecting track would 
pay 13 cents per ton. It is unreasonable and 
arbitrary, and the commission erred in hold- 
ing otherwise. 


Alton Railroad Co. et al. v. Illinois Com- 
merce Commission et al. 48 NE(2d) 
381. 


e 


tant Rulings 


plication for authority to discontinue the 
station agency, nor is carload freight a 
factor to be considered, since the prin- 
cipal need of an agent is occasioned by 
less than carload business. Re Union Pa- 
cific R. Co. 134 P(2d) 599. 


The supreme court of Utah, in sus- 
taining a commission order granting a 
permit to operate as a common motor 
carrier, declared that the statutory pro- 
vision authorizing the commission to 
grant a certificate when it determined 
that public convenience and necessity re- 
quires service recognizes that regulated 
competition is as much within the pro- 
visions of the act as is regulated mo- 
nopoly. Union Pacific Railroad Co. v. 
— Service Commission, 135 P(2d) 
915. 


A commission order authorizing a 
railroad to discontinue existing flagman 
protection at a grade crossing upon in- 
stallation of automatic warning signals 
was held to be controlling over a mu- 
nicipality’s subsequently adopted ordi- 
nance requiring the railroad to maintain 
a flagman at the crossing and subjecting 
the railroad to penalties for failure to 
comply with the ordinance. Thomson v. 


Racine, 9 NW (2d) 91. 


In an action against a railroad for 
breach of an agreement to maintain a 
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switch and flag stop on certain premises, 
a plea that the railroad had abandoned 
the line and switch under an order of the 
Interstate Commerce Commission was 
held by the Kentucky Court of Appeals 
to state a good defense. Meacham v. 
Louisville & Nashville R. Co. 169 
SW (2d) 830. 


The rights of an existing motor car- 
rier of passengers were held by the su- 
preme court of Ohio not to be unlawfully 
or unreasonably interfered with by the 
granting of an amended certificate to a 
like carrier allowing it to operate over 
the same route served by the existing 
carrier, where the business of the present 
carrier was substantially protected by a 
restriction precluding the other carrier 
from picking up and discharging pas- 
sengers on and along the part of the 
route traveled in common. Lockland Sub- 
divisions Bus Co. v. Public Utilities 
Commission, 47 NE (2d) 981. 


Where there is a through rate over a 
given route, according to a holding of the 


circuit court of appeals, it controls over 
a combination of local rates and is the 
only lawful rate that may be charged, 
but where a motor carrier has contracted 
to carry a through shipment at a rate 
equal to combined local rates, he must 
carry the shipment by a route, if avail- 
able, where no through rate was estab- 
lished, or where the established through 
rate did not exceed the combination of 
local rates, rather than over a route on 
which the established controlling through 
rate exceeded the amount contracted for. 
Shattuck (S. W.) Chemical Co. v. T. & 
M. Transportation Co. 134 F(2d) 394. 


The Supreme Court held that a rate 
schedule denying the benefit of propor- 
tionals to grain brought to rate-breaking 
points by barge over inland waterways 
was not unlawful merely because the 
physical carriage beyond the rate-break- 
ing point was substantially the same, no 
matter where the grain originated. It 


was further held that the commission, in 
suspending a proposed tariff denying 
such benefit, need not continue the pro- 
ceedings and establish special propor- 
tionals for the barge lines. Interstate 
Commerce Commission et al. v. Inland 
Waterways Corp. et al. 


The supreme court of Florida held 
that it as a court has jurisdiction to 
hold the maximum rate established by 
the legislature for the passage of busses 
over a toll road and bridge to be unrea- 
sonable if evidence justifies it and to set 
aside and enjoin enforcement of such 
rate, and that the court may even indi- 
cate a maximum reasonable rate which, 
if exceeded by the public utility, the 
court would hold unreasonable and en- 
join. Miami Bridge Co. v. Miami Beach 
R. Co. 12 So(2d) 438. 


The Illinois Supreme court, in sustain- 
taining a commission order granting a 
motor carrier certificate to one of two 
rival applicants and denying a certificate 
to the other, held that the commission 
might determine which applicant was 
capable of better servicing the public 
where the area would not support both 
companies ; that mere priority in time of 
application is not controlling but is an 
element to be considered ; and that such 
priority, coupled with protection to be 
afforded a third utility already in the 
field, and the prior applicant’s previous 
operation of the proposed service until 
forced to discontinue because of a de- 
pression, were sufficient consideration to 
support the commission order. Black 
Hawk Motor Transit Co. v. Illinois 
Commerce Commission et al. 48 NE(2d) 
341. 


One performing transportation serv- 
ice for specific customers at prices fixed 
in each case by definite contract was held 
by the Ohio Supreme Court not to be a 
common carrier. Columbus-Cincinnati 
Trucking Co. v. Public Utilities Commis- 
sion, 47 NE(2d) 623. 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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WISCONSIN PUBLIC SERVICE COMMISSION 


Prentiss M. Brown, Administrator of 
Office of Price Administration 


Milwaukee Gas Light Company 


[2-U-1887.] 


Rates, § 42 — Powers of Commission — Change in schedule — Hearing. 


1. The Commission is without authority to compel a gas company to charge 
rates other than its rates as filed, except after a hearing held for that pur- 
pose and after formal order following such hearing, based on proper find- 
ings, p. 3. 


Rates, § 644 — Procedure — Investigation on motion of Commission. 


2. The Commission prefers to proceed upon a petition against rates rather 
than upon an investigation instituted on its own motion when such a peti- 
tion has been filed, p. 3. 


Rates, § 252 — Schedules — Binding effect — Automatic adjustment clause. 
3. A gas company having on file a rate schedule containing an automatic 
adjustment clause, under which rates are increased or decreased when the 
price of competitive fuel oil varies, has no alternative but to vary its price 
for gas in accordance with the schedule, and a consequent increase in rates 
is not the result of an affirmative act by the company, p. 4 


Rates, § 245 — Schedules — Trial rates — Commission approval. 
4. An automatic adjustment clause contained in rate schedules accepted by 
the Commission for a one-year trial period is, in effect, approved by the 
Commission and constitutes a part of the lawfully filed rate schedule, al- 
though at the expiration of this period nothing further is done by the Com- 
mission, p. 5. 
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Rates, § 184 — Reasonableness — Filed schedules — Automatic adjustment clause. 
5. A charge for gas resulting from an increase pursuant to an automatic 
adjustment clause in a filed rate schedule is presumptively both lawful and 
reasonable, p. 5. 

Rates, § 181.1 — Increase — Tendency towards inflation — Automatic adjustment 

clause. 
6. Figures on rate of return of a gas company and what change would be 
made in such rate of return under rates increased pursuant to an automatic 
adjustment clause, together with figures showing rate of return on income 
by applying different Federal tax rates, do not constitute evidence sufficient 
to make a finding that the increase tends towards inflation during war, 
p. 6. 

Return, § 92 — Gas utility — Increase under automatic adjustment clause. 

7. Neither a return of 5.68 per cent on the book value of property and 
plant of a gas company increasing rates under an automatic adjustment 
clause nor an increase of less than five hundredths of 1 per cent in return 
as a result of such adjustment was considered an excessive return, p. 6, 


§ 181.1 — Increase — Federal price control — Inflation. 

8. The mere fact alone that the price of space-heating gas has been in- 
creased, pursuant to the requirements of an automatic adjustment clause 
varying the rate with the price of a competitive fuel oil (the price of which 
has been increased either with the consent or approval of the Office of Price 
Administration) is not sufficient to justify the Commission in concluding 
that the rate increase was contrary to the Emergency Price Control Act or 
otherwise unlawful, p. 6. 


§ 641 — Parties — Office of Price Administration — Proceeding to de- 
crease rates. 
Discussion of the question whether the Office of Price Administration, 
under the Emergency Price Control Act of October 2, 1942, has authority 
to petition for or interest itself in a proceeding the purpose of which is to 
determine whether rates of a utility should be decreased, or whether it is 
the congressional intent to leave those matters with the permanently estab- 
lished and functioning regulatory agency, p. 4. 
§ 303 — Automatic adjustment clause — Gas for space heating — Con 
petitive fuel prices — War conditions. 
Statement, in proceeding on complaint against increased rates for gas for 
space heating under automatic adjustment clause relating gas rates to pricell alter 
of competitive fuel oil, that Commission will order investigation of rate provi 
schedules of all gas companies which contain automatic adjustment clauses eal 
based on the cost of competing fuel, in view of materially changed cond- ae 
tions during war period subsequent to adoption of such clauses, p. 7 = 
[June 15, 1943.] ei 
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BROWN v. MILWAUKEE GAS LIGHT CO. 


tive of the Federal Director of Eco- 
nomic Stabilization filed a petition with 
the Commission relative to an al- 
leged increase in rates or charges of 
Milwaukee Gas Light Company for 
gas used for space-heating purposes. 

The petition requested, in the alter- 
native, that the Commission (1) re- 
quire the company to continue in ef- 
fect the rates and charges of the com- 
pany for space-heating gas which were 
in effect on September 15, 1942; (2) 
institute an investigation as to the rea- 
sonableness of the space-heating rates 
of the company; or (3) accept the 
petition as a complaint of the petition- 
er “against the proposed rates or 
charges” and hear the same. 

[1] As to the first alternative, the 
Commission is of the opinion that it 
would have no authority to compel the 
company to charge rates other than 
its rates as filed herein, except after 
a hearing held for that purpose and 
after formal order following such 
hearing, based on proper findings. 

[2] As to the second alternative, 
when a petition is filed with this Com- 
mission, the Commission much prefers 
to proceed upon the petition rather 
than upon an investigation instituted 
on its own motion. The Commission, 
therefore concluding that the third 
alternative, as above stated, would 
provide the most orderly manner of 
considering the matters alleged in the 
petition, issued notice of investigation, 
hearing, and assessment of costs on 
February 26, 1943. 


APPEARANCES: Petitioner, Office 
of Price Administration on behalf 
of the Director of Economic Stabili- 
zation by Harry R. Booth, First 
Utilities Counsel, by Harry A. Bow- 


an, Washington, D. C.; respondent, 
Milwaukee Gas Light Company, by 
Bruno Rahn, President, Tom Hayes, 
Assistant to the President, Paul Imse, 
Assistant Secretary and Treasurer, 
and Frederic Sammond, Attorney, 
Milwaukee; in support of the peti- 
tion; city of Wauwatosa, by Roy R. 
Stauff, City Attorney, Wauwatosa; 
city of Milwaukee, by Joseph L. 
Bednarek, Assistant City Attorney, 
Milwaukee; city of West Allis, by 
John C. Doerfer, City Attorney, 
West Allis; village of West Mil- 
waukee, by A. J. Busby, Attorney, 
Milwaukee; in behalf of several util- 
ity companies who have similar sched- 
ules, and as his interest may appear: 
R. M. Rieser, Attorney, Madison; of 
the Commission staff: H. T. Fergu- 
son, Staff Attorney, and H. J. O’- 
Leary, Chief, Rates and Research De- 
partment. 

Before discussing the issues, we be- 
lieve it would be helpful to summarize 
briefly the origin and nature of the 
automatic adjustment clauses involved 
in this proceeding. The company 
submitted such clause for filing in Au- 
gust, 1935. The purpose and effect 
of the filing was to reduce substantial- 
ly the then existing rate for space 
heating. In this manner the rate for 
gas used in excess of 10,000 cubic 
feet per month was reduced from 55 
cents per thousand cubic feet to 40 
cents with an estimated saving to 
space-heating users of about $34,000 
per year. This reduction in rates was 
prompted by the desire of the com- 
pany to meet the cost of competitive 
fuels, mainly No. 3 fuel oil, rather 
than because of an excessive financial 
return of the company. At the same 
time it was realized by the company 
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that it could not enter into a destruc- 
tive price war with competitive fuels 
for the reason, among others, that if 
the price of space-heating gas was re- 
duced to a level that made it, because 
of its price, more attractive to the con- 
suming public, it would be unable to 
supply the potential demand. 

Therefore, the oil adjustment 
clause was designed in such a manner 
that the differential between the cost 
of fuel oil and gas for space-heating 
purposes would be maintained at a 
constant level. This schedule of pric- 
es would permit the company to meet 
the serious competition which it was 
then facing from oil-consuming, space- 
heating devices, and in order to main- 
tain its competitive position continu- 
ously, the clause provided for a sched- 
ule of price relations between the rate 
for gas (used for space heating and 
consumed in excess of 10,000 cubic 
feet per month) and the price of No. 
3 fuel oil. Within an upper limit of 
55 cents per thousand cubic feet and 
a lower limit of 40 cents per thousand 
cubic feet, the schedule of price rela- 
tions provided for an adjustment in 
the company’s rates of 1 cent per thou- 
sand cubic feet of gas (used in excess 
of 10,000 cubic feet per month) for 
each variation of two-tenths cent in 
the price per gallon of No. 3 fuel oil. 
When the clause was filed in 1935 the 
price of No. 3 fuel oil was 7 cents per 
gallon and, according to the schedule, 
the rate for gas was 40 cents per thou- 
sand cubic feet. Subsequent increases 
in the price of fuel oil have been re- 
sponsible for the adjustment of gas 
rates to the 43-cent-per-thousand- 
cubic-feet level obtaining prior to 
March 1, 1943. 

It becomes apparent from the above 
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that if, because of shortages of trans- 
portation facilities or other causes due 
to the war, or otherwise, the price of 
fuel oil continues to rise, the price of 
gas under the present filed schedule 
will automatically increase to as much 
as 55 cents per thousand cubic feet. 
even though there are no additional 
costs to the company in the manufac. 
ture and sale of such gas, it being 
pointed out at this time that No. 3 
fuel oil is not uséd in the manufacture 
of gas. 

[3] The alleged increase in rates 
involved in this proceeding is not the 
result of an affirmative act by the com- 
pany in 1942 or 1943, but is the result 
of the application of the automatic ad- 
justment clause in the rate schedule of 
1935. Under Wisconsin law, the 
company had no alternative but to 
vary its price for gas in accordance 
with this schedule. In accordance 
with the directions of this Commission 
given in 1935, the company gave no- 
tice that as of March 1, 1943, the 
price of gas furnished in excess of 
10,000 cubic feet to house-heating 
and commercial and industrial space- 
heating customers would be changed 
from 43 cents per thousand cubic feet 
to 45 cents per thousand cubic feet in 
compliance with its filed and approved 
schedule of rates, as above set forth. 

At the outset of the hearing and on 
the company’s claim that this was an 
application by the Office of Price Ad- 
ministration for a decrease in rates, 
respondent moved that the proceeding 
be dismissed upon the grounds that 
the petitioner was without authority 
from Congress to appear before the 
Commission and seek a reduction in 
utility rates. In support of its mo- 
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tion, respondent pointed out that the 
modification in the charges for space- 
heating gas was provided by an ex- 
isting schedule of rates which had 
been on file with the Commission since 
1935; that the increased charges had 
been in effect since March 1, 1943; 
that it would have been unlawful for 
the respondent to make charges other- 
wise than at the rates thus applied; 
that the Commission, therefore, had 
before it no question of increase, 
much less any “general increase’’ in 
rates, which is the petitioner’s concern 
under the Federal Emergency Price 
Control Act of October 2, 1942; and 
that the proceeding should be dis- 
missed for lack of interest and author- 
ity in the petitioner. 

It is our understanding from the 
plain language of the Emergency 
Price Control Act of October 2, 1942, 
that the petitioner has been given no 
authority to petition for, or interest it- 
self in, a proceeding, the purpose of 
which is to determine whether rates 
of a utility should be decreased. We 
are convinced that the absence of that 
authority conveys the congressional 
intent to leave those matters with the 
permanently established and now func- 
tioning regulatory agencies. 

We do not, however, at this time 
pass upon the question as to whether 
this is an application for a decrease in 
rates, and because of our disposition 
of this case, as hereinafter set forth, 
it will be unnecessary for us to rule on 
the motion. We will say, however, 
in passing, that it is our considered 
judgment that it would be contrary to 
Wisconsin law for the company to 
make charges other than at rates which 
are authorized and prescribed by this 
Commission. 


[4] The petitioner advances the 
argument that the automatic adjust- 
ment clause is not now and was 
not on September 15, 1942, a part 
of the lawful rate schedule of the 
company, for the reason that at the 
time of the acceptance of the rate 
schedules in 1935 a letter was di- 
rected from this Commission to the 
company to the effect that the auto- 
matic adjustment clause would be tried 
out for one year. At the expiration 
of the 1-year period nothing further 
was done by the Commission relative 
to these rates, and they have remained 
on file. It is our understanding and 
we have proceeded on the theory that 
even though the correspondence of 
this Commission referred to a 1- 
year trial period, the Commission, not 
having required the company to re- 
move the rate, in effect approved of 
it, and that it is now and has been at 
all times in the past a part of the com- 
pany’s lawfully filed rate schedule. 

Apparently in 1935 and 1936 this 
Commission felt that an automatic 
fuel clause was a desirable part of the 
rate schedule of gas companies. We 
still feel, that during peace-time, such 
clauses are desirable for the purpose 
for which they were instituted. How- 
ever, during this present emergency 
the conditions which it was designed 
to meet appear to have vanished, and 
it may be that the clause should be sus- 
pended for the duration. 

[5] Without question, the present 
charge of 45 cents per thousand cubic 
feet is in accordance with the com- 
pany’s filed rate schedule and is pre- 
sumptively both lawful and reasona- 
ble. Petitioner contends that the 
charge is unlawful and unreasonable 
upon the two grounds (1) that it is 
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inflationary; and (2) that it will af- 
ford the company an excessive rate of 
return. Petitioner offered no proof as 
to inflation, but contented itself with 
offering figures on rate of return of 
the company, and what change would 
be made in such rate of return under 
the modified rates. Petitioner likewise 
offered figures showing the rate of re- 
turn on 1942 income applying the 
1939 Federal taxes, as compared with 
the rate of return after applying the 
1942 taxes. Evidence such as this is 
not sufficient for us to make a finding 
that the increased cost tends towards 
inflation. 

[6-8] As to petitioner’s second 
contention “that it will afford the com- 
pany an excessive rate of return,” we 
will say that on the book value of 
property and plant the return of the 
company for 1942 was 5.68 per cent. 
The increased charges under discus- 
sion here will increase the gross reve- 
nue of the company about $16,000 
which, taken alone, would afford the 
company an increase in the net return 
upon the book value of its property 
and plant of less than five-hundredths 
of 1 per cent. We do not find that the 
return of 5.68 per cent or the return 
of 5.68 plus five-hundredths of 1 per 
cent is, under the circumstances of 
this case, an excessive return. The 
increase in annual gross revenues of 
the company resulting from the in- 
crease of charges for space-heating 
gas amounts, upon the basis of 1942 
consumption, to approximately $16,- 
000 and affects 4,180 out of a total 
of approximately 197,000 customers. 
The increase is a direct result of an in- 
crease in the price of No. 3 fuel oil, 
which increase was at least permitted, 
if not authorized, by the Office of 
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Price Administration and became ef. 
fective December 29, 1942. 

As before stated, no evidence was 
presented to show that the increase jn 
charges here involved would promote 
inflation. Even though it could be 
said that every increase in price is in. 
flationary, we have serious doubts 
whether the type of increase here in- 
volved is such as to fall within the 
condemnation of the Emergency Price 
Control Act. We think it highly sig. 
nificant to reiterate that the adjust- 
ment in rates results not from an im- 
mediate affirmative act of the com- 
pany whereby it seeks to add to its in- 
come by raising rates, but rather by 
the faithful application of its rates as 
lawfully filed and approved eight years 
ago. While it may be asserted that 
the mere increase of any price is infla- 
tionary, it is noteworthy that the 
proximate cause of the adjustment 
here under consideration was the in- 
crease in the price of No. 3 fuel oil 
made on December 29, 1942, either 
with the consent or approval of the 
Office of Price Administration, and 
that such increase of .3 cent per gal- 
lon will add millions of dollars to the 
nation’s fuel bill. Thus, it must be 
concluded that other considerations 
may outweigh the potential inflation 
involved in price increases. The mere 
fact alone that the price of space-heat- 
ing gas has been increased is not suf- 
ficient to justify this Commission in 
concluding that the increase was cof- 
trary to the Emergency Price Control 
Act, or otherwise unlawful. 

Nor would the evidence before us 
justify a finding that the company’s 
present or prospective return is or will 
be excessive, as a result of an addition 
of $16,000 to its gross revenues from 
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the increased charges for space-heat- 
ing gas here involved. If we assume, 
as petitioner apparently does, that the 
company’s rate of return, without the 
increase in gross revenue here in- 
volved, would not be unreasonable, we 
certainly cannot conclude that the in- 
finitesimal increase in the rate of re- 
turn amounting to less than five-hun- 
dredths of 1 per cent would be suf- 
ficient to make it excessive. 

We conclude, therefore, that the 
increase in rates or charges here in- 
volved has not been shown to be ei- 
ther unreasonable or unlawful, and 
that the petition herein, in so far as it 
requests that the rates of the company 
be restored to those in effect on Sep- 
tember 15, 1942, and in so far as said 
petition constitutes a complaint that 
the existing rates for space-heating 
gas of Milwaukee Gas Light Com- 
pany are unreasonable or unlawful 
should be dismissed. 

Although we think that no other 
conclusion could be reached on the 
basis of the record in this case, we 
wish to reaffirm the principle relative 
to the “freezing” of public utility rates 
which we established in our order dat- 
ed May 5, 1942 in the Madison Tele- 
phone Case, 43 PUR(NS) 193 (2- 
U-1811—Re Wisconsin Telephone 
Company for authority to revise the 
base rate area and rates and rules at 
its Madison exchange). We stated 
therein that increases would not be 
granted in utility rates unless it was 
necessary to protect the financial sta- 
bility of the company. Certainly, it 
cannot be advanced in this case that 
the return of 5.68 per cent on the 


book value of property and plant of 
the company is unreasonably low and 
that the infinitesimal increase in rate 
of return resulting from this change 
in prices is necessary to insure finan- 
cial stability. Consequently, consist- 
ent with that position, we think it ap- 
propriate that an investigation be had 
of the automatic adjustment clauses 
which are based on competitive prices 
only. It is evident that the conditions 
which such clauses were initially de- 
signed to meet have changed material- 
ly within recent months. Competition 
between oil and gas space-heating de- 
vices is practically nonexistent at the 
present time due to the restriction of 
the War Production Board relative to 
the conversion or substitution of these 
facilities. Coincident with the dismis- 
sal of the proceeding in this docket, 
we are ordering an investigation of 
the rate schedules of all gas companies 
which contain automatic adjustment 
clauses based on the cost of competing 
fuels. 

The question as to the continuation 
of these adjustment clauses, for the 
duration of the war, will be handled 
in that separate proceeding. 

The Commission finds: 

That the evidence before us in this 
proceeding is not sufficient to estab- 
lish that the existing rates and charges 
for space-heating gas of Milwaukee 
Gas Light Company are unreasonable 
or unlawful. 


ORDER 


It is therefore ordered: That the 
petition in this proceeding be and is 
hereby dismissed. 
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SECURITIES AND EXCHANGE COMMISSION 


Re United Light & Power Company 


et al. 


[File Nos. 59-11, 59-17, 54-25, Application No. 14, Release No. 4215.] 


Intercorporate relations, § 19.7 — Simplification of holding company system — 
Necessity for plan. mS 

1, A plan providing for the liquidation and dissolution of a top holding 
company, ordered under § 11(b)(2) of the Holding Company Act, 15 
USCA § 79k(b) (2), is necessary to effectuate the provisions of § 11(b), 
within the meaning of § 11(e), where the dissolution is to be preceded by 
the elimination of the company’s stock liability through a distribution of 
assets in kind, such method being both economical and appropriate to effect 
compliance with the standards of § 11(b), p. 14. 


Corporations, § 15.1 — Dissolution of holding company — Stockholders’ rights. 
2. Stockholders affected by a liquidation plan to comply with § 11 of the 
Holding Company Act should be given participations according to their 
contractual or other rights determined as though in a continuing enterprise, 
and the process of compliance with the act should not be permitted to 
mature liquidation preferences, p. 14. 


Corporations, § 15.1 — Dissolution of holding company — Stockholders’ rights. 
3. The liquidation of a holding company to effectuate compliance with 
§ 11(b) of the Holding Company Act may not add value to one class of 
securities at the expense of another class, p. 14. 


Corporations, § 15.1 — Dissolution of holding company — Stockholders’ rights. 

; 4. Where simplification of a holding company system is to be attained 

through elimination of an unnecessary corporate entity, the “fair and 

equitable” standard raised by § 11(b) of the Holding Company Act, does 

not require the Securities and Exchange Commission to consider liquidation 

rights as having matured and as the sole measure of participation for the 

preferred stockholders regardless of the means used to effectuate the 
simplification process, p. 14. 


Intercorporate relations, § 19.1 — Holding company regulation — Congressional 
intent. 

5. The intent of Congress in passing the Holding Company. Act was that 
the techniques employed under § 11 of the act should be those necessary 
to remove the holding companies’ concentration of economic power over 
operating utilities, promote local management and regulation for the bene- 
fit of consumers, eliminate unnecessary and uneconomic corporate entities, 
and benefit investors generally by giving them more direct interests in the 
operating properties and earnings to the extent that their holding company 
securities represent any real equity therein, p. 14. 


Corporations, § 15.1 — Dissolution of holding company — Stockholders’ rights. 
6. The dissolution of a holding company to effectuate compliance with 
49 PUR(NS) 8 
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RE UNITED LIGHT & POWER CO. 


§ 11(b) of the Holding Company Act must not be permitted te destroy any 
legitimate interest of the common stock or present a windfall to any senior 
security, p. 14. 


Corporations, § 15.1 — Dissolution of holding company — Stockholders’ rights. 
7. The fairness of a plan for simplification of a holding company system 
by dissolution of the top holding company must be judged according to 

' legitimate investment values existing apart from the duty of liquidation im- 
posed by the Holding Company Act, p. 14. 


Corporations, § 15.1 — Dissolution of holding company — Stockholders’ rights. 
8. Participation for common stock as high as 8.8 per cent of assets upon 
dissolution of a holding company to effectuate simplification of the hold- 
ing company system should not be allowed where the interest of the com- 
mon stock in the company’s earnings is remote, although the common stock 
is entitled to some participation, p. 14. 


Corporations, § 15.1 — Dissolution of holding company — Stockholders’ rights. 
9. The “fair and equitable” standard of § 11(e) of the Holding Company 
Act relating to a plan for compliance with § 11(b) of the act required dis- 
approval of an allocation to the common stock in excess of approximately 
5 per cent of the assets to be distributed, where such common stock had only 
a possibility of participation in future earnings, p. 14. 


Corporations, § 15.1 — Dissolution of holding company — Stockholders’ rights. 
Discussion, in separate concurring opinion, of the reasonableness of the pro- 
posed allocation of preferred and common stock upon dissolution of a hold- 
ing company under § 11(e) of the Holding Company Act, p. 32. 

Corporations, § 15.1 — Dissolution of holding company — Stockholders’ rights 

— Contract rights. 
Statement, in dissenting opinion, that the rights among stockholders are to 
be determined according to their contract when involuntary dissolution of a 
corporation is forced by a Federal statute, p. 38. 


Corporations, § 15.1 — Dissolution of holding company — Fairness of plan. 
Discussion, in dissenting opinion, of the meaning of the term “fair and 
equitable” as used in § 11 of the Holding Company Act, relating to disso- 
lution of a holding company to effectuate simplification of the holding com- 
pany system, p. 39. 

Valuation, § 20 — Dissolution of holding company — Asset basis. 

Consideration, in dissenting opinion, of the value of a holding company on 
the asset basis, where such company is about to be dissolved pursuant to 
§ 11(e) of the Holding Company Act, p. 41. 

Valuation, § 20 — Dissolution of holding company — Earnings basis. 

* Consideration, in dissenting opinion, of the value of holding company on 
the earnings basis, where such company is about to be dissolved under 
§ 11(e) of the Holding Company Act, p. 45. 

(Burke, Commissioner, concurs; HEALY, Commissioner, dissents. ) 
[April 5, 1943.] 
PPLICATION and declaration by registered holding company 
A and subsidiaries under § 11(e) necessary to effectuate pro- 
visions of § 11(b) of the Holding Company Act; declaration per- 
mitted to become effective. 
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APPEARANCES: Louis F. Davis, 
John W. Christensen, and Charles 
Futterer, for the Public Utilities 
Division of the Securities and Ex- 
change Commission; Donald Rich- 
berg, of Washington, D. C., John 
Dern and Robert A. Olson, of Chica- 
go, Illinois, for The United Light 
and Power Company; Arthur S. 
Dayton, of Charleston, West Vir- 
ginia, for Koppers Company. 


By the Commission: The United 
Light and Power Company (“Pow- 
er’) and its subsidiary company, The 
United Light and Railways Company 
(“Railways”), both registered hold- 
ing companies, have filed with the 
Commission joint applications and 
declarations, designated as ‘“Applica- 
tion No. 14,” pursuant to §§ 11(b) 
and 11(e) of the Public Utility Hold- 


ing Company Act of 1935, 15 USCA 
§ 79k(b)(e) (“the act”) for ap- 
proval of a plan designed to effectuate 
the dissolution of Power in compli- 
ance with our order of March 20, 


1941.1. In summary, the plan pro- 
vides for the contribution of cash and 

1Re The United Light & P. Co. Holding 
Company Act Release No. 2636, 8 SEC 837. 
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minor investments of Power to Rail- 
ways, and the distribution of Power’s 
remaining asset consisting of all the 
outstanding common stock of Rail- 
ways among the preferred, Class A 
and Class B common stockholders of 
Power, after which Power will be dis- 
solved. 

After appropriate notice, hearings 
were held on the plan. Applicants 
waived their rights to oral argument, 
to submit requests for findings of 
fact, and to file briefs with respect to 
the issues raised in the proceeding. 
Having considered the record, the 
Commission makes the findings here- 
inafter set forth. 


Brief Description of Applicants 


The Power holding company sys- 
tem, as constituted as of November 1, 
1942, is shown in the corporate chart 
attached as Exhibit A. Power, the top 
company in the system, is solely a 
holding company owning as its chief 
asset all the common stock of Rail- 
ways, also solely a holding company. 
Following is a condensed corporate 
balance sheet of Power, per books, as 
of April 30, 1942. 
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THE UNITED LIGHT AND POWER COMPANY 
Condensed Corporate Balance Sheet as of April 39, 1942 
Assets 
Investments : 
Railways common stock 
Directly owned operating subsidiaries : 
La Porte Gas and Electric Company . 
Mason City and Clear Lake Rail road 
Company 


$72,596,138 
$2,462,535 
1,309,491 


$3,772,026 
352,792 3,419,234 


Deferred charges .......ssssessceseees Ecce Sek guwatrimae ded katcacdaennes 
Special deposit in escrow 


$76,015,372 


161,680 
1,358, 4428 


Less: Reserve 


Current assets : 
Deposit for payment of principal and interest on debentures 
payable 5/1/42 
Other (principally cash of $534,080) .......... aedeave 


3,623,581 
- $81,159,075 


Total Assets 
Liabilities 
Capital Stock: 
Class A preferred—600,000 shares—(Liquidation value $100 
per share) 


Common (stated value $4 per share) : 
Class A—2,421,192 shares 
Class B—1,055,576 shares 


Current Liabilities : 

Bank note payable 

Debentures (principal and interest) 

Miscellaneous 6,132,976 
Reserve for depreciation of investments 2,962,859 
Sues *CPavete htc csi/ac silo wewlecaw newtccne dee segeteenebe coveenskevacts cisscevee  Comameee? 


$81,159,075: 


8 This sum, equal to the premium payable on voluntary redemption of the debentures, was 
deposited in escrow with Central Hanover Bank and Trust Company, in accordance with our 
order of February 25, 1942, 42 PUR(NS) 193, and will be returned to Power or its assignee 
unless it is determined on review of our order that the debenture holders are entitled to re- 
ceive the premium. On November 12, 1942 the United States circuit court of appeals, second 
circuit, affirmed our order that the premium should not be paid. The New York Trust Co. v. 
Securities and Exchange Commission, 131 F(2d) 274, 46 PUR(NS) 270. The Trust com- 
pany petitioned the United States Supreme Court on February 27, 1943, to grant a writ of cer- 
tiorari. In the event such petition is denied, or, if granted, the decision of the circuit court is 
affirmed, the funds in escrow will thereupon become available to Power and, under the plan, will 
be assigned to Railways. 

j a with Trustees on February 25, 1942, for payment of principal of and interest on 
ebentures 

Cumulative preferred stock dividends i laa amounted to $36,300,000 as of April 30, 
1942, and $38,700,000 as of December 31, 

4This note was reduced to $1,500,000 ba December, 1942. 


$60,000,000¢ 


13,907,072 $73,907,072 


$3,000,0004 


Total Liabilities 





Railways, the common stock of 
which is wholly owned by Power, 
owns securities of companies which 
operate, or which control additional 
companies which operate, gas and 
electric utility and certain nonutility 
properties located in scattered areas of 
the middle western and north central 


sections of the United States. By 
reason of this geographical scattera- 
tion, the system is at variance with the 
integration standards prescribed by 
§ 11(b)(1) of the act. Similarly, the 
existence of several tiers of holding 
companies in the system is repugnant 
to the “great-grandfather” clause and 
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other requirements of § 11(b)(2). 
Accordingly, we have previously is- 
sued orders to various of the system 
companies directing action which we 
considered appropriate under both 
§§ 11(b) (1)? and 11(b) (2),° reserv- 
ing jurisdiction, however, to continue 
proceedings under such sections and 
to enter such further orders as may be 
necessary or appropriate. 

Detailed description of the substan- 
tial progress already made in carry- 
ing out our orders under §§ 11(b) 
(1)* and 11(b)(2)® is not neces- 
sary here. It is sufficient for our 
present purposes to state that the plan 
under consideration represents only a 
part of a long-range program for 
effecting compliance with § 11(b) of 
the act and is the final step in fulfilling 
the portion of our order of March 20, 
1941, supra, requiring the liquidation 
and dissolution of Power. 


The Proposed Plan 


Briefly stated, the plan provides for 
(1) the distribution of Railways’ 
common stock, all owned by Power, to 
Power’s preferred and common stock- 
holders; (2) the assumption of Pow- 
er’s liabilities by Railways; and (3) 
the transfer of Power’s remaining 
assets to Railways, following which 
(4) Power will be dissolved. 


Prior to the distribution of Rail- 
ways’ common stock and in aid of 
such distribution, the authorized com- 
mon stock of Railways, now consist- 
ing of 1,000,000 shares having a par 
value of $35, will be increased to 4. 
000,000 shares with a par value of 
$6, each share to have one vote. The 
outstanding 708,520 shares of Rail- 
ways’ common stock will then be ex- 
changed by Power for 3,947,677 
shares of Railways’ new stock. The 
proposed change in the par value of 
Railways’ common stock will reduce 
the amount of capital represented by 
such stock outstanding from $24. 
798,200 to $23,686,062 and the dif- 
ference of $1,112,138 will be credited 
to Railways’ paid-in surplus account. 


Following the above-described ex- 
change, the plan provides that the 
new common stock of Railways be al- 
located to Power’s security holders, 
in full compensation for their claims 
against Power, on the basis of 6 
shares for each present share of Pow- 
er’s preferred stock, 75 share for 
each present share of Class A common 
stock and #5 share for each present 
share of Class B common stock of 
Power.® In lieu of fractional shares 
it is proposed that noninterest bear- 
ing, nondividend bearing and _ non- 
voting scrip, in bearer form, will be 





2Re The United Light & P. Co. ae 
Holding Company Act Release No. 2923 

8Re The United Light & P. Co. Holding 
Company Act Release No. 2636, supra. 

4These steps were briefly reviewed in Re 
The United Light & P. Co. Holding Company 
Act Release No. 3741 and were described in 
detail in Holding Company Act Releases Nos. 
2991, 3316, 3667, 3688, and 3892. 

5 Transactions already completed and steps 
remaining for consummation were referred to 
briefly in Re The United Light & P. Co. 
(1942) Holding Company Act Release No. 
3438, 43 PUR(NS) 173; and were more fully 
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described in Holding Company Act Releases 
Nos, 2991, 2819, 3140, 3198, 3242, 3285, and 
3345, 42 PUR(NS) 193, 

6 Except as to voting rights, all of which 
are now vested in the Class B common, the 
Class A and B common stocks of Power are 
entitled to the same rights. For this reason 
the two classes of common stock will be con- 
sidered together in our discussion of the fair- 
ness of the plan. The record shows that 
Power’s common stocks, having an aggregate 
stated value of approximately $13,911,000, were 
issued for a total consideration of $28,482,745 
P| ey approximately $17,121,000 represent- 
ed cash. 





= a —~ et OO = 
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issued; scrip in amounts sufficient to 
aggregate one or more full shares may 
be surrendered in exchange for full 
shares of Railways’ common stock. 
The plan provides that the right of 
Power’s stockholders to receive either 
common stock or scrip of Railways 
shall expire July 1, 1944, after which 
date the scrip shall be void. All 
shares of Railways’ common stock 
remaining unclaimed as of this date 
shall be disposed of either at public 
or private sale and cash shall be dis- 
tributed to the remaining stockhold- 
ers of Power on the basis of their 
aliquot portion of the net proceeds of 
such sale plus any other cash from 
dividends or distribution which may 
be applicable to the common stock of 
Railways which may be sold. 


The proposed exchange of securi- 
ties will result in a distribution of 
Railways’ new common stock as fol- 


lows: 


Outstand- 
ing Shares 
To Stockholders of Power 
of Power (4/30/42) 
Preferred 600,000 
Class A Common 2,421,192 
Class B Common 1,055,576 


at present in progress with respect to 
La Porte but a purchaser for Clear 
Lake has not yet been found. Under 
the plan it is proposed to retire Pow- 
er’s bank loan, in the amount of $1,- 
500,000, out of the proceeds from the 
sale of La Porte. In the event this 
sale is not consummated within the 
time scheduled for liquidation, Pow- 
er’s investment in La Porte will be 
transferred to Railways, and appropri- 
ate arrangements will be made to pro- 
vide for Power’s bank loan and any 
remaining liabilities, including the ex- 
pense of liquidation. The investment 
in Clear Lake and the remaining cash 
of Power will also be transferred to 
Railways as a capital contribution.® 
The present voting rights of the 
stockholders of Power will not be af- 
fected by the plan until the date of dis- 
tribution of Railways’ common stock, 
at which time all voting rights in the 
stock, of Power will cease and ter- 
Number of Shares of Railways’ New Common 
To be ex- Per cent of 
changed for Allocation of 
each share of Railway’s Com- 
Power stock mon Stock 
6 for 1 91.20% 


1 for 10 6.13 
1 for 10 105,558 2,67 


To Be 
Outstanding 
3,600,000 

242,119 





4,076,768 


In accordance with our orders of 
August 5, 1941, and January 5, 
1942,” requiring disposition by Pow- 
er of its investments in its directly 
owned operating subsidiaries, La 
Porte Gas and Electric Company 
(“La Porte”) and Mason City and 
Clear Lake Railroad Company (“Clear 
Lake’), Power has attempted to sell 
these companies. Negotiations are 


3,947,677 100.00% 


minate. After the distribution date 
the present stockholders of Power 
will exercise the voting power which 
will attach to the common shares of 
Railways to be received by them under 
the plan. 

Power has requested the Commis- 
sion, pursuant to § 11(e) of the act, 
to apply to a Federal Court to en- 
force and carry out the provisions of 





7Re The United Light & P. Co. Holding 
aren Act Releases Nos. 2923, 3242 and 


§ Power’s investment in Clear Lake, now 


carried at a net amount of $591,154, is to be 
recorded on the books of Railways at $150,000 
as a result of a proposed write-down by 
Power in the amount of $441,154. 
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the plan if and as approved by the 
Commission. If the court approves 
the plan, the distribution of Rail- 
ways’ common stock and scrip to the 
stockholders of Power is to be made 
on or after the thirtieth day following 
the date on which the court decree 
becomes final and is no longer subject 
to review on appeal. Thereafter Pow- 
er will be dissolved. The plan does 
not provide for approval by stock- 
holders. 


Compliance with § 11(e) of the Act 

As a condition precedent to grant- 
ing our approval of a plan such as this 
we are required by § 11(e) of the 
act to find (1) that the plan is nec- 
essary to effectuate the provisions of 
§ 11(b) and (2) that the plan is fair 
and equitable to the persons affected 
by it. 


Necessity for the plan 
[1] We encounter no difficulty in 
making the first of these required 


findings. The plan provides for the 
liquidation and dissolution of Power, 
which we have previously found nec- 
essary under § 11(b)(2) of the act, 
and dissolution is to be preceded by the 
elimination of Power’s stock liability 
through a distribution of assets in 
kind, a method we believe to be both 
economical and appropriate to effect- 
ing compliance with the standards of 
§ 11(b) of the act. 


Fairness and equitableness of the plan 

[2-9] The second required find- 
ing, namely, that the plan is “fair and 
equitable to the persons affected by 
such plan,” presents a more difficult 
problem. The assets of Power are, 
in our opinion, of insufficient value to 
satisfy the stated liquidation prefer- 
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ence of the preferred stock in the 
amount of $100 per share for 600,- 
000 shares, plus arrearages of $38, 
700,000, or a total of $98,700,000, as 
of December 31, 1942. 


Attached hereto as Exhibits B and 
C are corporate and consolidated 
balance sheets of Railways, as of 
April 30, 1942, per books and pro- 
forma reflecting consummation of the 
proposed transactions. These balance 
sheets indicate a pro-forma book value 
of $77,954,874 for Railways’ com- 
mon stock on a corporate basis and 
$81,554,330 on a pro-forma consol- 
idated basis. Thus present book val- 
ues of assets pro forma are clearly 
insufficient to cover the liquidation 
preference of Power’s preferred 
stock. Similarly, on the basis of a 
capitalization of reasonably anticipat- 
ed earnings of the enterprise ® we are 
unable to find an over-all value for 
the assets which approaches $98,700,- 
000. 

We are constrained to reach this 
conclusion as to asset values despite 
valuation testimony in the record in- 
cluding a study prepared, on behalf 
of the management, by an engineer 
who derived an over-all value of 
$104,172,231 as of December 31, 
1939, based upon a method involving 
the capitalization of his estimate of 
the earning power of the system. 
The company brought this valuation 
down to April 30, 1942, arriving at 
an over-all value of $110,000,000. 

We have carefully considered the 
valuation study made by the engineer 
without commenting in detail upon 





®It is clear that capitalization of prospec- 
tive earnings, rather than book values, is the 
principal criterion of asset value. © Consoli- 
dated Rock Products Co. v. DuBois (1941) 
312 US 510, 85 L ed 982, 61 S Ct 675. 
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the propriety of the methods used, i 
js our opinion that the over-all valua- 
tion arrived at by the engineer must 
be rejected.” Our reasons for reject- 
ing his valuation include considera- 
tion of the fact that we are here 
dealing with a regulated industry and 
that current trends in regulation 
place increased emphasis on de- 
preciated cost of properties which, as 
indicated by the book values, is sub- 
stantially less than the liquidation 
preference of the preferred stock. In 
order to show a value of as much as 
$98,700,000, it would be necessary 
to capitalize 1942 consolidated net 
earnings applicable to the common 
stock of Railways (the highest earn- 
ings since 1931) at a rate of 6.9 per 
cent, a times-earnings ratio of 14.5. 
Even if the most liberal estimate of 
earnings made by the management, 


in the amount of $7,000,000, bx caken 
as the measure of prospective earn- 
ing power, capitalization of suca earn- 
ings at a rate producing a times- 
earnings ratio of 14.1 is necessary to 
reach an over-all value of $98,700,- 
000. Further discussion of histori- 
cal and prospective earnings appears 
below. In the light of all the circum- 
stances, we conclude that on no rea- 
sonable basis for capitalizing prospec- 
tive earnings power could we arrive 
at a valuation equal to the liquidation 
preference.” 

If the amount of the liquidation 
preference of the preferred stock 
($100 per share plus accumulated 
dividends) is controlling, our inquiry 
must perforce be ended at this point 
in a decision that the preferred stock 
is entitled to all the assets of the cor- 
poration to the exclusion of the com- 





10In making his study, the engineer first 
estimated the reasonably expected gross in- 
come of each subsidiary operating company. 
These estimates closely approximated esti- 
mates of sound earning power made by the 
management in a study completed in 1939, 
As the next step, the enginee- calculated a 
return of 6 per cent on an estimated earnings 
base computed for each company by taking 
estimated reproduction cost new less observed 
depreciation and adding thereto estimated 
necessary working capital. Following these 
steps, the computed return on the estimated 
earnings base was compared with estimated 
gross income and whichever earnings figure 
was lower in amount for each company that 
figure was capitalized at rates varying from 
5.5 per cent to 6 per cent for electric and 6 
per cent to 7 per cent for gas revenues. If, 
in this comparison, gross income exceeded the 
computed return on the estimated earnings 
base, the excess was capitalized at 10 per cent. 
Gross income from transportation and miscel- 
laneous services was capitalized at from 8 per 
cent to 10 per cent. The variation in capitali- 
zation rates used in the study was based upon 
a judgment as to the integrity of earning 
power as related to the character of the in- 
dividual companies and the territory served, 
earnings history, population trends, competi- 
tion, rates, and other factors considered rele- 
vant. From the capitalized value obtained in 
the foregoing manner there was deducted an 


amount deemed necessary for materials, sup- 
plies, and working capital, the remainder repre- 
senting the estimated value of utility plant. 
This value was substituted for the net prop- 
erty accounts in the balance sheets of the 
various companies after which the over-all 
value of the ultimate holding company inter- 
est was computed in the usual manner for 
determining book equity. 

11 Without wishing to overemphasize the 
significance of market quotations in dealing 
with problems of valuation, we note that the 
times-earnings ratio at which 1942 consolidat- 
ed net earnings must be capitalized, in order 
to find a value of as much as $98,700,000, is 
considerably in excess of the ratio the mar- 
ket, over the past five years, has placed on 
the common stocks of nine representative pub- 
lic utility holding companies. The companies 
selected are all free of preferred dividend ar- 
rearages. The average times-earnings ratios 
(based on consolidated earnings) for these 
companies were as follows: 


Average for 4 years—1937-1940 
5 “ —1937-1941 


e ON —1937-1942 
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mon. Power’s corporate charter pro- 
vides that the liquidation preference 
of this stock shall come into operation 
in the event of “involuntary” liquida- 
tion. While the liquidation in this 
case is doubtless “involuntary,” it is 
of a type that could not have been 
foreseen by the draftsmen of the cor- 
porate charter or by investors in the 
stock, long before the enactment of 
the Holding Company Act.” The 
question, then, is whether or not it 
would be “fair and equitable,” in light 
of the legislative purpose and policy 
underlying § 11 of the act, to give con- 
trolling effect to that charter provision 
under the circumstances. 

We have found no judicial prece- 
dents which are determinative of the 
precise question before us. Decisions 
like those in the Los Angeles Lum- 
ber 8 and Boyd ™ Cases are predicated 
on sets of facts fundamentally dis- 


tinguishable from the situation arising 


here. In bankruptcy or equity re- 
organizations, where some financial 
disaster overtakes or threatens to over- 
take an enterprise, the courts and Con- 
gress have proceeded on the theory 
that it is often in the interest of 
creditors and other claimants that the 
enterprise be permitted to continue in 
operation, but with a new capital 
structure. Creditors and other claim- 
ants are prevented from foreclosing 
or otherwise compelling an actual 
liquidation, but new securities are 
distributed among them according to 


their contractual and other rights de- 
termined as though in liquidation, 
The historical background of this ap- 
proach is so familiar as to need no 
elaboration here. 

On the other hand, Power is a com- 
pany virtually without debt and un- 
der no financial embarrassment in the 
traditional bankruptcy or equity sense, 
Since it falls into a category of hold- 
ing companies which Congress has 
determined must #ot be permitted to 
continue in operation, in the interests 
of the public, investors, and consum- 
ers, the company’s security holders 
are prevented from maintaining their 
respectvie interests in a going cor- 
poration. In our view, it is not in- 
consistent with the bankruptcy and 
equity precedents to conclude that in 
reorganizations or liquidations to 
comply with § 11, stockholders af- 
fected should be given participations 
according to their contractual or other 
rights determined as though in a con- 
tinuing enterprise, and that the proc- 
ess of compliance with the statute 
should not be permitted to mature 
liquidation preferences. In both in- 
stances the measure of participation 
allowed should compensate for the 
substantive rights of security holders 
as they would exist apart from the re- 
organization or other procedure in 
question. 

In the case before us, the duty to 
liquidate arises solely by virtue of a 
sovereign act, and in giving effect to 





12 The preferred stock was created in 1929, 
six years prior to the passage of the act. 
We think that involuntary liquidation, in the 
context in which that term is used in the cor- 
porate charter, connotes an act of default, 
either financially or in respect of conduct, on 
the part of the corporate management repre- 
senting the common stock. In short, it con- 
templates protection of the preferred stock 
from business risks such as ordinarily attend 
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equity investment. We do not, however, rest 
our decision upon this interpretation, as will 
be more fully developed infra, but only point 
out that the draftsmen of the charter could 
not have had § 11 of the act in mind. 
Case v. Los Angeles Lumber Products 
ti (1939) 308 US 106, 84 L ed 110, 60 S Ct 


"14Northern P. R. Co. v. Boyd (1913) 228 
US 482, 57 L ed 931, 33 S Ct 554. 
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the congressional mandate we must 
not allow the liquidation itself to add 
value to one class of securities at the 
expense of another class.'® 

Where simplification of a system is 
to be attained through elimination of 
an unnecessary corporate entity, it is 
our opinion that the “fair and equita- 
ble’ standard does not require us to 
consider liquidation rights as having 
matured, and as the sole measure of 
participation for the preferred stock- 
holders; and it should be immaterial 
whether the simplification process 
takes the form of recapitalization, 
merger, or distribution of the assets 
of a holding company in liquidation. 
In other words, the “fair and equita- 
ble’ standard requires the same rec- 
ognition of substantive rights irre- 
spective of the method employed in a 
particular case for attaining the ob- 


jectives of § 11(b) (2). 


More specifically, if a class of pre- 
ferred stock has a measurable inter- 
est in an enterprise absent the matur- 
ing of liquidation preferences and a 


proportionately greater interest upon 
the maturity thereof, it would not be 
fair or equitable under the statute to 
give recognition to the greater inter- 
est at the expense and to the detri- 
ment of the common stock. And con- 
versely, if the s*ommon stock has a 
measurable interest apart from the 
maturing of liquidation preferences, 
we must not sanction the destruction 
of that interest through the operation 
of the statutory mandate.™™* 

Clearly the intent of Congress was 
that the techniques employed under 
§ 11 should be those necessary to re- 
move the holding companies’ concen- 
tration of economic power over 
operating utilities, promote local man- 
agement and regulation for the bene- 
fit of consumers, eliminate unneces- 
sary and uneconomic corporate enti- 
ties, and benefit investors generally by 
giving them more direct interests in 
the operating properties and earnings 
to the extent that their holding-com- 
pany securities represent any real 
equity therein." The liquidation of 





16 Cf. Re The United Light & P. Co. (1942) 
Holding Company Act Release No. 3345, 42 
PUR(NS) 193 (aff'd The New York Trust 
Co. v. Securities and Exchange Commission 
[1942] 131 F(2d) 274, 46 PUR(NS) 270, in 
which we applied this reasoning to the liqui- 
dation of Power’s debentures at par and ac- 
crued interest without premium. Our decision 
was based on the absence of any provision 
in the debenture agreements giving the hold- 
ers a contract right to a premium under the 
circumstances presented. Thus we were not 
called upon to decide, and did not consider, 
what effect would be given to such a contract 
right if it had existed. 

188 This conclusion seems to us in no way 
inconsistent with the Commission’s position as 
to the right of bondholders to a premium on 
liquidation, nor with the implications of the 
various cases arising under the Anti-Trust 
Acts which are referred to in the dissenting 
opinion. Interpretation of contract provisions 
is of course a necessary starting point for 
evaluating interests. There remains the _ques- 
tion of what may be fair and equitable in the 
light of the entire bundle of contractual rights. 


[2] 


16 That this process was not to operate so 
as to destroy values was emphasized repeat- 
edly. For example, in reviewing the integra- 
tion and simplification provisions of the Sen- 
ate bill, the report of the Committee on In- 
terstate Commerce points out that one means 
of compliance would be for holding companies : 
“to distribute their securities and assets equita- 
bly among their security holders. Precedents 
under the Sherman Antitrust Act and under 
the Hepburn Act demonstrate that the neces- 
sary corporate adjustments can be made with- 
out forced liquidation or the sacrifice of legiti- 
mate investments values.” Senate Rep. No. 
621 (74th Cong. Ist Sess.) at p. 33. It is 
clear from the context that “forced liquida- 
pS as used by the Committeee meant forced 
sales 

Congressman Eicher (later Chairman of this 
Commission and row chief justice of the dis- 
trict court of the United States for the Dis- 
trict of Columbia), discussing the same _ bill 
(S. 2796), expressed his views and the views 
of other members of the House Committee in 
these terms: 

“But § 11 of the Senate bill would give fair 
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Power accomplishes an important step 
in this direction by giving the pre- 
ferred and common stockholders a 
security that is better than those they 
have heretofore held. This process of 
improvement of position must not be 
permitted to destroy any legitimate 
interests of the common stock, or pre- 
sent a windfall to any senior security. 
Where such an inequitable result 
would be reached by borrowing bank- 
ruptcy techniques for assessing the 
claims involved, we must reject bank- 
ruptcy techniques as inappropriate 
under the circumstances ; and we think 
it logical enough that they should be 
inappropriate here, since the situation 
before us is (as we have seen) not 
comparable to the situation found in 
bankruptcy.?” 

It is pointed out in Commissioner 
Healy’s separate opinion that the 


words “fair and equitable” embodied 
in § 11 have a settled meaning, as 
determined by the courts, and that an 
application of the “absolute priorties” 
doctrine must result in no distribution 
to Power’s common stock in this case. 


But that is because he measures the 
rights of the preferred stock as they 
would be measured in bankruptey 
cases, and not merely because he fol- 
lows the “absolute priorities” doctrine 
in determining the consequences of the 
measurement. In other words, we can 
agree with him when he says that ab- 
solute priorities must be respected, be. 
cause we think that doctrine simply 
means that the common stock must 
not be accorded any participation un- 
less the preferred stock has been fully 
compensated for its rights and priori- 
ties. But there the area of agreement 
stops, because he says further that the 
rights and priorities of the preferred 
stockholders are the same here as in 
bankruptcy cases, where their claims 
to liquidation preferences (including 
dividend arrearages) are treated as 
matured. In our view it would be un- 
conscionable and contrary to the plain 
intention of Congress to so hold. 

It is our conclusion that we must 
judge the fairness of the plan accord- 
ing to legitimate investment values 
existing apart from the duty of liqui- 





assurance that what is left of the investor’s 
equity would not hereafter be taken from him 
and it would give fair assurance that any 
legitimate increase in value of the underlying 
properties would go to investors. . 

“There is nothing in § 11 of the Senate bill 
which will hurt any legitimate investment in- 
terest. It does strike and strike hard at that 
dangerous concentration of economic power 
which resides in the holding company.” H. 
Rep. No. 1318 (74th Cong. Ist Sess.) at p. 51. 

In so far as pertinent to this question, the 
purposes of § 11 in the final enactment co- 
incided with those of the Senate bill. See 
H. Rep. No. 1903 (74th Cong. Ist Sess.) at 
pp. 65, 68-71. 

17 Indeed, the legislative history of the act 
appears to recognize the inapplicability of 
precedents in bankruptcy. See the statement 
of the Senate Committee, footnote 16 supra. 

Earlier in the same report the Committee 
spoke of the courts exercising “all the ex- 
traordinary powers such courts have been ac- 
customed to exercise when called upon under 


49 PUR(NS) 


the Sherman and Hepburn Acts to effect com- 
pulsory corporate readjustments required by 
the public: policy expressed in those acts.” Id. 
at p.-13. 

And further : 

._ The process of compulsory di- 
vestment of control is left to the Federal 
courts, without time limit, for the applications 
of the technique worked out in the dissolu- 
tion under the Sherman Act and the Hepburn 
Act (commodities ciause). 

“The title provides that during all court 
processes the Securities and Exchange Con- 
mission shall act as an impartial expert eco- 
nomic adviser and administrative assistant to 
the courts. That expert assistance will enable 
the courts to save time and expense in the 
solution of essentially economic and adminis- 
trative problems for which in the Sherman 
Act cases it had no assistance except that of 
opposing counsel. But the courts can take 
such time as they deem advisable to dispose 
of assets without sacrifice.” Id. at p. 14 





RE UNITED LIGHT & POWER CO. 


dation imposed by the statute. The 
existence of the liquidation prefer- 
ence does, of course, enter into the 
question as it is one of the bundle of 
rights belonging to the preferred stock 
and affecting its normal value. The 
preference itself, however, will not be 
permitted to operate so as to be con- 
cusive in the division of assets be- 
tween the preferred and common 
stocks." 

By the foregoing we do not imply 
that compensation should or can be 
given in eliminating any “rights” 
which are proscribed by the statute as 
being unfair, such as the naked 
“right” to exercise a voting power 
which is inequitable under the statu- 
tory standards, or the “right,” by 
misuse of power, to delay or prevent 
compliance with the statute. The 
“legitimate investment value” to be 
accorded recognition may include 


those rights and expectancies which, 
although possibly predicated on an un- 


sound or economically undesirable 
structure, are not inherently unfair. 
An example is the interest of the com- 
mon stock in net income over and 
above fixed amounts applicable to 
senior securities—where there is a 
reasonable chance of such income. 
Although it is repugnant to the 
policies of the act to have the corpora- 
tion continue in operation, the com- 
mon stockholders’ interest in the 
earnings of Power’s assets is not for 
that reason proscribed. The limita- 
tion of the preferred stock dividend 


to a fixed amount is a valuable right 
vested in the common stock; and the 
value of such right, in light of the 
earning capacity of Power’s assets, 
may be recognizable even though it 
would take a number of years, in the 
absence of liquidation, for dividends 
to be payable to the common stock. 
The accumulation of preferred divi- 
dend arrearages does not constitute a 
matured claim in the absence of liqui- 
dation, and does not require compen- 
sation to the preferred stockholder for 
the lapse of time which may precede 
payment. 

To accelerate the arrearages and 
translate them into matured claims 
at their full face amount, so as to en- 
title the preferred stock not only to 
all the assets but also in perpetuity to 
the entire earning power of those as- 
sets—a portion of which would other- 
wise have been applicable to the com- 
mon stock—would clearly be to enrich 
the preferred at the expense of the 
common. 

Under the circumstances, fair and 
equitable compensation will be given 
to all of the claimants if their rights 
are measured not in terms of the 
situation created by the statute but 
rather in terms of the situation ter- 
minated by it—i. e., as though no 
liquidation were to take place. In 
this way each class of stock will be 
accorded its proportionate share of 
the benefits to be gained from the 
elimination of a useless and expensive 





This is the first instance in which we 
have been called upon to decide this precise 
question. To the extent that our conclusion 
is at variance with dicta in previous cases, 
such dicta are overruled. 

or example in Re Federal Water Service 
Corp. (1941) 8 SEC 893, 41 PUR(NS) 321, 
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we intimated that in a liquidation required 
under § 11(b)(2) the rules applicable to a 

ruptcy reorganization proceeding would 
be applicable (p. 910). That case did not in- 
volve liquidation of any kind, and the lan- 
guage referred to was not necessary to the 
decision. 
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corporate entity and from the receipt 
of a security representing a more di- 
rect investment in the underlying as- 
sets and earnings of the system. 

In approaching the problem of pass- 
ing upon the fairness of the proposed 
plan in the light of the principles dis- 
cussed, it is our view that it is unnec- 
essary to arrive at any specific over- 
all value for the enterprise or for the 
preferred and common stocks of Pow- 
er. We are required, however, to 
examine into the respective existing 
interests of the preferred and common 
stockholders in the earnings of the 
enterprise. The valuation of interests 
such as these is not an exact science, 
even in the most favorable circum- 


System Net Income Before 
Power’s Preferred 


Dividend Requirements 
Consolidated 


$9,971,641 
10,462,450 
7,819,382 3 
4,171,925 
1,510,925 


Years Ended 


December 31 Corporate 


stances. Presented with a proposed 
allocation of assets stich as that sug- 
gested here, the best we can do is to 
determine what assumptions are nec. 
essary to arrive at the allocation, and 
ascertain whether such assumptions 
fall within the permissible limits of 
reasonableness. 


The following tabulation sets forth 
the corporate and consolidated net in- 
come per books applicable to the pre- 
ferred and common stock of Power, 
the preferred: dividend requirements 
and the balance of consolidated net in- 
come applicable to Power’s common 
stock, for the period from 1929¥ 
through 1942: 


Consolidated 
Balance (Deficiency) 
Applicable to Common 

Stock of Power 


$7,502,136 (b) 
6,893,837 (b) 
aren (b) 


Power's 
Preferred 
Dividend 

Requirements 


$2,469,505 (a) 

3,568,613 (a) 
600,000 (a) 
(c) 


seees 
ze: 


322 


- 


2 


eo tn G2 
S35 


3222! 
SE55252 





Total of 13’ yrs. ..... $29,414,512 


$64,116,865 


$18,478,747 (e) 


$45,638,118 





1942 Estimated 1,200,000 


6,700,000 (d) 


3,100,000 


3,600,000 





$30,614,512 


$70,816,865 


$21,578,747 


$49,238,118 





(a) Preferred dividend paid during these years. 
(b) During these years the following common stock dividends were paid: 


1929—$1,841,937 
1930— 3,441,262 
1931— 3,469,597 
None thereafter 


(c) $900,000 or one-fourth of the annual requirements was paid in 1932. 
(d) Before provision for $160,000 fixed charges on Power’s debentures paid on May 1, 1942. 


(e) In contrast, the consolidated surplus at December 31, 1941, was zero. 


The reduction 


has resulted from the provision for and the elimination of losses during past years. 





19 The presently outstanding 600,000 shares 
of preferred stock were issued during 1929 
and 1930, 


49 PUR(NS) 





RE UNITED LIGHT & POWER CO. 


Power’s corporate income, as shown 
in the table, has never equaled the 
annual preferred requirements since 
1932. Consolidated earnings for the 
period 1929 through 1942, however, 
as may be noted, present a different 
picture, showing a net balance applica- 
ble to the common stock. It will be 
seen that indicated undistributed con- 
solidated earnings for the 14-year 
period amounted to $51,525,951 of 
which $38,700,000 is applicable to 
Power’s preferred stock and the 
balance of $12,825,951 is applicable 
to Power’s common stock. 

Power has urged that consolidated 
earnings rather than corporate earn- 
ings should be considered of para- 
mount importance in estimating the 
potential earning power of the system. 
A number of factors are cited in the 
record in support of the soundness of 


consolidated earnings, including the 
relative absence of inflationary items 
in the system companies’ property ac- 
counts, the moderate amount of pre- 


ferred stocks in the operating com- 
panies and their freedom from divi- 
dend arrearages, the fact that the flow 
of current earnings is not impeded by 
the existence of restrictions on the 
earned surplus accounts of the under- 
lying companies and the relative 
adequacy of depreciation reserves and 
current annual provision for deprecia- 
tion and maintenance compared to the 
average for the industry. While 
the company has urged the soundness 
of consolidated earnings it has pointed 
out that considerations of tax liability 
and good management made it in- 
advisable in the past to pay up the 
major portion of consolidated earnings 
to Railways and Power.* At the 
same time the management has ex- 
pressed the view that the system will 
be able, in the future, to draw up from 
its subsidiaries a larger percentage of 
their earnings than in the past. Fur- 
ther simplification of the obviously 
top-heavy superstructure of the sys- 
tem, now in progress, may be expected 





 Annuai provision for depreciation and re- 
tirements by each of the nine major public util- 
ity subsidiaries for the year ended April 30, 
1942 ranged from a low of 5.9 per cent of 
gross revenues to a high of 12.3 per cent, the 
average being 8.9 per cent. In terms of gross 
plant and property the provision for deprecia- 
tion and the retirements ranged from 1.54 per 
cent to 3.27 per cent for an over-all average of 
2.33 per cent. Th: record shows that the de- 
preciation rates applied by the system compa- 
nies are substantially in line with those ap- 
proved for Federal income tax purposes. The 
combined provisions for maintenance, deprecia- 
tion and retirements for the year ranged from 
a low of 9.5 per cent of gross revenues to a 
high of 18.9 per cent for an average of 13.6 
per cent for the 10 companies. 

The record indicates that the ratio of de- 
preciation reserve to plant and property as 
of April 30, 1942 ranged from a low of 13.6 
per cent to a high of 26.2 per cent, the aver- 
age for the nine major public utility subsidi- 
aries being approximately 20.5 per cent. In 
comparison, the average ratio for 210 electric 
and gas subsidiaries of registered public utility 


21 


holding companies as of December 31, 1941, 
was 13.64 per cent. 

Nothing in this opinion shall be construed 
as a finding with respect to the adequacy or 
inadequacy of reserves for depreciation or of 
annual provisions for depreciation and main- 
tenance. 

21The record shows that earnings have 
been largely retained to be applied to protect 
and strengthen the equity of Railways’ com- 
mon stock and of Power’s preferred and com- 
mon stock. During the 10-year period from 
1932 through 1941 the system has had undis- 
tributed consolidated net income amounting to 
$33,237,000 and has realized cash from the 
sale of assets $36,260,000), from depreciation 
accruals ($83,595,000) and from amortization 
charges $8,694,000). Of the aggregate of 
these amounts ($161,786,000), $157,684,000 has 
been used as follows: $108,562,000 for prop- 
erty additions ; $19,414,000 for long-term debt 
reductions ; $4,667,000 for preferred stock re- 
duction; $4,780,000 for reduction of minority 
interests in system companies and $20,261,000 
to increase net current assets. 
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to provide substantial aid in facilitat- 
ing this upward flow of dividends. 
The management, however, has made 
no precise statement as to when, or in 
what amounts, it can be expected that 
dividends will be paid on Railways’ 
new common stock. 

It will be seen that the consolidated 
earnings have fluctuated widely over 
the 14-year period covered by the 
table. It should also be noted that 
the consolidated earnings reported for 
the years 1929, 1930, and 1931 are of 
questionable usefulness as an index of 
earning power due to the inclusion 
therein of items such as profits from 
dealing in the system’s own securities 
and income from call loans. 

Consolidated earnings during the 
ten years from 1932 through 1941 
approximately equaled the preferred 
dividend requirements. The manage- 


ment disputes the propriety of using 
the results of this period, however, 
as a fair measure of the system’s 
potential earning power under normal 


conditions. In support of its conten- 
tion there have been cited the adverse 
effects of the depression in the earlier 
years of this period, the unusual ex- 
pense incidental to the substitution of 
natural for manufactured gas, the cost 
of retiring railway transportation 


facilities replaced by bus service, and 
the reduction of fixed charges and 
preferred dividend requirements re- 
sulting from the relatively recent use 
of system earnings in substantial 
amounts to retire debt and preferred 
stocks senior to the preferred and 
common stocks of Power and the 
common stock of Railways. The 
management argues that earnings 
subsequent to 1936 constitute a more 
reliable measure-of prospective earn- 
ing power than either earnings for the 
13-year or the 10-year period prior to 
1942. 

In considering the earnings subse- 
quent to 1936 the management has 
contended that adjustments should be 
made to reflect the earnings of the 
system as constituted at a relatively 
recent date and to restore certain “‘non- 
recurring’ expenses charged to earn- 
ings during the period. Effect is 
given to these contentions in the fol- 
lowing table of earnings for the sys- 
tem as of April 30, 1942, the most re- 
cent practicable date for which finan- 
cial information could be supplied at 
the time the plan was filed.” The 
table also includes a statement of earn- 
ings for 1942 based on nine months’ 
actual and three months’ estimated 
operations. 





22J7t should be understood that the consoli- 
dated adjusted earnings applicable to the com- 
mon stock of Railways, as shown in the table, 
are substantially equivalent to those which 
would be applicable to the preferred and com- 
mon stock of Power since upon consumma- 
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tion of the plan, involving the contribution of 
all assets of Power (other than Railways’ 
common stock) to Railways, the earning pow- 
er of Railways will be identical with that of 
Power. 
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THE UNITED LIGHT AND RAILWAYS COMPANY 


Comparative Consolidated Net Income Applicable to Railways’ Common Stock for the 
Years 1937 through 1942 


Amount Adjustments @ 

Consolidated Applicable to for Non- Adjusted 
Net Income Common recurring Consolidated 
of Power Stock of Expenditures Balance 

before Power’s Railways Ad- Netted Applicable to 
Preferred justed for Sys- for Common 
Dividend tem as Constituted Income Stock of 

Requirements at April 30, 1942 Taxes Railways 


$5,182,602 $5,856,311 $556,643 $6,412,954 
3,091,508 3,962,314 749,095 4,711,409 
4,598,654 5,118,375 922,575 6,040,950 
5,266,602 5,772,567 1,091,483 6,864,050 
4,134,544 4,906,879 1,064,738 5,971,617 





Total of 5 years $22,273,910 $25,616,446 $4,384,534 $30,000,980 
1942 (9 mos. actual; 3 mos. est.)..... veeae eo  Geamiese 232,012 7,106,289 





Total of 6 years Rebelven dis teevesecaces GOS NnseS $4,616,546 $37,107,269 


5-year average (1937-1941, incl.) ..... $5,123,289 $876,907 $6,000,196 
6-year average (1937-1942, incl.) 5,415,120 769,425 6,184,545 





‘These include adjustments for nonrecurring expenditures urged by the management as 
necessary to a determination of the normal earning power of the system. The charges in ques- 
tion fall generally into two classifications, i. e., (1) expenditures of an unusual nature which 
should not ordinarilly be repeated and (2) charges for amortization which do not represent 
current cash expenditures. or depreciation of properties. In the former category are charges 
of substantial amounts representing expenses in connection with certain appraisal and rate case 
matters before regulatory Commissions. Although it cannot be predicted that such cases 
will not arise in the future, the management points out that the substantial amounts already 
spent and the progress made in reclassifying the property accounts in all the system com- 
panies on an original cost basis, together with the fact that continuing property inventory 
records are kept by the system companies, militate against the recurrence of expenditures of 
this sort in any large amounts. Illustrative of charges in the latter category are those for 
amortization of plant acquisition adjustments and for amortization of street railway property 
abandonments. The management urges that while charges of this type, when made, constitute 
bookkepeing deductions against income available for dividends, the application of cash gen- 
erated pursuant to such amortization programs results in no decrease in asset value, but rather 
improves the quality of the investment of security holders by transposing intangible items into 
tangible ones and enhances earnings. In connection with nonrecurring credits to income, the 
management represents that no such credits of any important magnitude are included in the 
record of earnings set forth above, it having been the practice of the system to credit any 
important nonrecurring credits directly to earned surplus rather than to earnings. 
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As shown in the table consolidated 
earnings applicable to the common 
stock of Railways, adjusted as sug- 
gested by the management, averaged 
$6,000,196 for the 5-year period 
1937-1941, inclusive, and $6,184,545 
for the 6-year period 1937-1942, in- 
clusive. To reach these amounts, ad- 
justments must be made, as noted in 
the table, for “non-recurring” ex- 
penses in substantial amounts. While 
there is serious doubt as to the pro- 
priety of adding back a number of 
these items, probably some recognition 
must be accorded to the benefits in- 
uring to the system as a result of 
these expenditures. In addition, there 
may be a question as to the weight 
to be given to reported earnings to the 
extent that they reflect savings in 
taxes deriving from losses to the sys- 
tem during these years; to the extent 
that normal tax liability was mate- 
rially minimized through losses of a 
“nonrecurring” nature, the earnings 
would be correspondingly over-stated. 

With respect to future earnings 
prospects, Harry B. Munsell, vice- 
president of Power, testified at the 
hearings that in the opinion of the 
management the earning power of the 
system under normal conditions would 
provide an annual consolidated net in- 
come of between $6,500,000 and $7,- 
000,000 which would be applicable to 
Railways’ common stock and hence to 
the preferred and common ‘stocks of 
Power. This estimate of prospective 
income appears optimistic, being high- 
er than any in the last ten years, and 
very materially in excess of the aver- 
age for that period. While consolidat- 
ed earnings in 1942 support the man- 
agement’s estimates, it should be 
borne in mind that the comparable 
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actual figure in 1941 was $4,906,879. 
The increase in consolidated earnings 
to approximately $6,800,000 in 1942 
resulted principally from income and 
excess profits tax savings made pos- 
sible under the Revenue Act of 1942 
which permits the filing of consolidat- 
ed income tax returns for normal and 
surtax purposes as well as for excess 
profits tax purposes. 

Thus, any judgment as to the rea- 
sonableness of earnings approximating 
those in 1942 as a measure of pro- 
spective income must be made in the 
light of both a comparison with recent 
earnings and the savings in 1942 to 
be derived from filing consolidated in- 
come tax returns, considering at the 
same time the possibility that these 
savings may be affected in the future 
by either a change in the tax law or in 
the security structure of the system. 
In addition, it should be pointed out 
that the earnings of some of the un- 
derlying subsidiaries may be high in 
relation to the depreciated cost of 
properties. 

For the purpose of determining the 
existing rights of the preferred and 
common stocks in the enterprise, we 
have assumed earnings of $6,185,000, 
the average adjusted consolidated in- 
come applicable to Railways’ common 
stock for the period 1937-42. How- 
ever, it must be pointed out that in 
view of the actual earnings experience 
and the intangible factors discussed, 
this figure must be regarded as a very 
liberal assumption as to earning pow- 
er. 

As of December 31, 1942, the divi- 
dend arrearages on the preferred 
stock totalled $38,700,000. Current 
annual dividend requirements on suclt 
stock amount to $3,600,000. On the 
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basis of the $6,185,000 earnings 
figure, it would take approximately 
fifteen years for the preferred dividend 
arrearages to be paid in full, if all 
consolidated net earnings were to be 
applied toward the payment of cur- 
rent and accumulated preferred divi- 
dends. 

Under the assumptions we have 
stated, it is recognized that at best 
the interest of the common stock in 
earnings is remote. Particularly is 
this true since, as a practical matter, 
all consolidated earnings would not 
be available for disbursement to the 
preferred and common stockholders. 
The remoteness of the common stock’s 
participation is also demonstrated by 
the fact that actual earnings have 
fluctuated substantially and have 
never in the past ten years exceeded 
the figure we are assuming, except in 
1942. Furthermore, as already noted, 


we are unable to accept at full value 
the adjustments to past earnings sub- 
mitted by the management in support 
of the allocation provided for in the 


plan. In view of all these considera- 
tions and of all other factors appear- 
ing in the record, we are unable to find 
that a participation for the common 
stock as high as the proposed 8.8 per 
cent falls within the permissible limits 
of reasonableness for a situation of 
this kind. We must, therefore, with- 
hold our approval of the plan. 

While we have reached the conclu- 
sion that the allocation provided for 
in the plan is too liberal to the com- 
mon stock, our consideration of, all 
the circumstances leads us to believe 


that the common stock is nevertheless 
entitled to some participation. Our 
conclusion in this respect is of neces- 
sity one of over-all judgment and not 
susceptible of mathematical demon- 
stration. In approaching the problem, 
we have kept in mind that there is 
always a margin of error inherent in 
any estimate of earning power. Un- 
der all the circumstances it is our 
view that a participation for the com- 
mon of approximately 5 per cent, 
while representing the maximum, 
would not exceed the permissible 
limits of fairness, and to secure our 
approval the plan must be modified 
to reduce the common stockholders’ 
participation accordingly. 

This conclusion takes into consid- 
eration the fact that, to the extent its 
earnings should perchance exceed 
those estimated, the common stock, 
in exchange for an allocation of ap- 
proximately 5 per cent would be giv- 
ing up its claim to 95 per cent of any 
possible excess over the amount nec- 
essary to satisfy the dividend prefer- 
ences of the preferred. In other 
words, as the participation of the 
common stock approaches zero it is 
giving up, in exchange therefor and 
for the benefit of the preferred stock, 
nearly 100 per cent of its chance of 
participating in any future earnings 
in excess of the existing preferences 
of the preferred. On the other hand, 
if earnings do not equal such prefer- 
ences, the preferred stock gives up but 
approximately 5 per cent of the earn- 
ings actually realized.* 





%In considering the possible margin of 
error inherent in any attempt to forecast fu- 
ture earnings, allowance must be made for 
the fact that we are dealing with a top com- 
pany in a pyramided structure. As a result 


of “leverage” any fluctuations in underlying 
earnings are greatly magnified in their import 
upon earnings available for securities of the 
top holding company. 
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Under the circumstances here pres- 
ent, we are unwilling to permit the 
complete elimination of the common 
stock. Our conclusion in this regard 
is reinforced by reason of our belief 
that the whole future program of cor- 
porate simplification and geographic 
integration of the system, as in the 
case of the present step in such pro- 
gram, will result in an improvement 
of the investment position of both the 
preferred and common stock. That 
improvement, we believe, should be 
shared by the common as well as by 
the preferred, and the process of se- 
curing such improvement in com- 
pliance with the act should not be per- 
mitted to destroy existing investment 
values. 

We have earlier stated our view 
that the plan is necessary to effectuate 
the provisions of § 11(b). This find- 
ing was, of course, based on the as- 
sumption that the plan would be found 
to be fair and equitable or would be 
modified so as to meet such require- 
ment. While the plan accomplishes 
the liquidation and dissolution of 
Power required by our order under 
§ 11(b)(2) of the act, it makes no 
attempt to effect a redistribution of 
voting power in so far as Railway’s 
preferred stock is concerned. This 
matter will be the subject of consid- 
eration at an appropriate time in the 
pending proceedings under § 11(b) 
(2) of the act. 


As earlier noted, the proposed plan 
makes no provision for submission to 
security holders for approval, but the 
applicants have requested that, upon 
approval by the Commission, we ap- 
ply to an appropriate Federal court to 
enforce and carry out the terms and 
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provisions of the plan as approved, 
Under these circumstances we are of 
the opinion that approval of security 
holders is not necessary. In order 
to keep the security holders fully in- 
formed and particularly to advise 
them of the modification in allocation 
required in order to secure our ap- 
proval, we shall, by condition to our 
order approving the plan, if modified 
as proposed, require Power to make 
a copy of this opinion available to each 
of its security holders. 

Our order approving the modified 
plan shall provide that upon its acqui- 
sition of the securities of Clear Lake 
and of La Porte, if the securities of 
the latter company are acquired, Rail- 
ways shall be bound to the same ex- 
tent as Power, by the prior orders of 
this Commission directing Power to 
divest itself of its interest in said com- 
panies. 


Compliance with Other Provisions of 
the Act 


Prior to granting final approval of 
the plan as modified, we must find 
that the individual transactions com- 
prising the plan comply with all other 
applicable sections of the act. 


As we have noted, the plan con- 
templates the transfer of the invest- 
ments in La Porte and Clear Lake 
from Power to Railways pending their 
disposition in accordance with our 
earlier orders. We grant our ap- 
proval of these transfers under § 12 
of the act, 15 USCA § 79, and the 
rules promulgated thereunder, and 
we find that these acquisitions by 
Railways meet the standards of § 10, 
15 USCA § 79}. Since these prop- 
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erties are to be retained only tem- 
porarily and are to be acquired in con- 
junction with corporate simplification 
to be attained through the elimination 
of Power, the top holding company, 
we believe that the proposed acquisi- 
tions will serve the public interest by 
tending towards the economical and 
efficient development of an integrated 
public utility system as required by 
§ 10(c) (2). 

The standards of §§ 6 and 7, 15 
USCA §§ 79f, 79g, are applicable to 
the new common stock to be issued 
by Railways in exchange for its pres- 
ently outstanding common stock. 
This stock meets the requirements of 
§ 7(c) and, having in mind our con- 
tinuing jurisdiction to examine the 
corporate structure of the system and 
to order necessary action under § 11 
(b)(2), no adverse findings are re- 
quired under § 7(d). Also we ap- 


prove Railways’ acquisition and re- 
tirement of its present common stock, 
pursuant to § 12(c) of the act. 

The equity contribution by Power 
to Railways, consisting of the invest- 
ments in La Porte and Clear Lake 
and the excess of current assets to be 


transferred over liabilities-to be as- 
sumed, has our approval under § 12 
(b) and Rule U-45. Furthermore, 
the accounting entries necessitated by 
the various transactions comprising 
the plan are approved under the ap- 
plicable sections of the act and the 
rules thereunder. 

Pending final determination of the 
amounts upon consummation of the 
plan and completion of the record with 
regard thereto, we shall reserve juris- 
diction to pass upon the reasonable- 
ness of all counsel fees. 


Conclusion 


For the reasons appearing herein- 
above, we have concluded that we can 
approve the plan with the modification 
as to participation we have noted in 
this opinion, subject, however, to the 
several conditions and reservations of 
jurisdiction indicated. If the com- 
pany desires to adopt this modification 
and to request us to apply to a court 
to enforce and carry out the terms 
and provisions of the plan, as modi- 
fied, we will proceed immediately to 
comply with such request. 
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CONSOLIDATED BUILDING | 90-604 
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DETROIT EDISON COMPANY = 


* Iowa-Nebraska Light and Power Company is also a holding company. ae 

Note: The figure set forth immediately above the name of each subsidiary company indicates 
the percentage of the total voting power represented by the securities of the subsidiary owned 
by the designated holder of the securities of the subsidiary. In cases where less than all the 
voting securities are owned by the designated holder and the voting securities consist of more 
than one class of securities, the percentage of each class of voting securities owned by the 
designated holder is set forth within the rectangle designating the subsidiary. 

1 Exempt as subsidiary by order of Commission of August 5, 1940. 
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EXHIBIT B 


THE UNITED LIGHT AND RAILWAYS COMPANY 


Actual and Pro Forma Corporate Balance Sheet 2 With Details of Transactions 


Assets Per Books 


Investments in subsidi- 
aries > 
Other investments ... 
Deferred charges .... 
Special deposit in es- 
crow of redemption 
premium of deben- 
tures of Power 
Current Assets 
(cash $2,399,277) .. 


$115,747,799 
1,372,958 
466,012 


2,321,940 


April 30, 1942 


Contribution 
of 


Investment in 


Clear Lake 
by Power 


Contribution 
of 
Remaining Exchange of 
Assets Common Stock 
by Power of Railways 


1,358,442 
433,918 


Pro Forma 


$115,897,799 
1,372,959 
526,853 


1,358,442 
2,755,857 





Pro Forma 
$119,908,709 





$1,853,201 


$121,911,910 








Liabilities 
53% debentures 
1952 


7% prior 
stock, cum. 

6.86% prior preferred, 
cum. 

* Oc 


$28,837,000 
3,799,300 
5,232,900 


preferred 


preferred, 


Cinemas stock 
Current liabilities» .. 
Paid-in surplus@ .... 


$28,837,000 
3,799,300 
5,232,900 
9,951,600 
= 686,062 


,136,236 
50 724,244 


Earned surplus@ .... 3, 544, 568 3,544,568 








Total $119,908,709 $121,911,910 








8The pro forma balance sheet reflects consummation of the plan in its original form with 
the issuance of 3,947,677 shares of new $6 par value common stock of railways. 

>The pro forma investment account and current liabilities would be increased by $1,500,000 
in the event the sale of La Porte is not consummated before the effective date of the Plan. 


Total 
$24,798,200 
23,686,662 


$1,112,138 


Par Value Per Share 
708,520 $35 
3,947,677 6 


e Shares 


Present 
Pro Forma 


Reduction: 10 | COMNNGH StOCIE os sc odeicctad sce ssciccss 
4See Notes c and d to the consolidated balance sheet (Exhibit C). 
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THE UNITED LIGHT AND RAILWAYS COMPANY AND SUBSIDIARIES 
Actual and Pro Forma Consolidated Balance Sheet—April 30, 1942 


Assets Actual 
Utility Plant (including intangibles) 
Combined property accounts of operating subsidiaries $391,372,776 
Excess of carrying value of investments in securities of 
subsidiaries over underlying book value at dates of 


acquisition 38,441,561 


$429,814,337 


$47,361,886 
3,938,091 


4,062,824 


Investments 
The Detroit Edison Company 
International Paper Company 
Miscellaneous (less reserve for loss on miscellaneous invest- 
ments of $182,250) 


Pro Formas 
$391,372,7760 


38,441,561 
$429,814,337 


$47,361,886 
3,938,091 


4,212,824 





$55,362,801 


$55,512,801 





Pe ey ci BR SL Ce, RR RS RR rc at sepa ean $21,279,298 


$21,340,139 





Special Deposit in Escrow of redemption premium in connec- 
tion with payments of debentures of The United Light and 
Power Company 

Current Assets 


1,358,442 
52,785,045 





$558,807,563 


$560,810,764 





Liabilities 
Capital Stock of the United Light and Railways Company 
Preferred 
Common 


$18,983,800 
24,798,200 


$18,983,800 
23,686,062 





$43,782,000 


$42,669,862 


Capital Stock of Subsidiaries and Surplus Applicable to 
Common Stock Held by Public 
Preferred $45,860,693 
Common 31,658,002 
Paid-in Surplus Applicable to common stock ¢ 8,457,991 
Surplus applicable to common stock ¢ 13,557,353 


$99,534,039 


$45,860,693 
31,658,002 
8,457,991 
13,557,353 


$99,534,039 








8 Giving effect to the acquisition from Power of assets aggregating $2,003,200, credited to 
paid-in surplus, the reduction of $1,112,138 in the par value of common stock, also credited to 
paid-in surplus, and the issuance of 3,947,677 shares of new $6 par value common stock of 
Railways. 

b At April 30, 1942, there was included in Utility Plant Account an aggregate of approxi- 
mately $17,500,000 in Accounts 100.5 and 107. At December 31, 1942, after adjustments by 
Kansas City in accordance with orders of the Federal Power Commission, there remained 
approximately $14,300,000 in these accounts; $8,500,000 in 100.5 and $5,800,000 in 107. After 
excluding the portion applicable to minority interests, there is applicable to Railways’ common 
stock approximately $7,360,000 in Account 100.5 and approximately $4,060,000 in Account 107. 

Four of the system companies are presently involved in proceedings before Federal or state 
regulatory authorities to determine the appropriate disposition of the amounts included in these 
accounts. Applicants estimate that these proceedings will dispose of over 85 per cent of the 
aggregate amount included in Account 107 and approximately 30 per cent of the aggregate 
amount included in Account 100.5. The major remaining item in Account 100.5, in the amount 
of approximately $5,000,000 or 60 per cent of the system aggregate, relates to Columbus 
and Southern Ohio Electric Company. This company is subject to the jurisdiction of the 
state Utility Commission of Ohio but not of the Federal Power Commission. It has not as yet 
been required to file a study with respect to the original cost of its property nor any plan for 
the disposition of the amount included in Account 100.5. 

¢ The validity of the aggregate amount in the two surplus accounts is subject to such ad- 
justments as may be necessary to evaluate properly the following items: (a) excess of carry- 
ing value of investments in securities of subsidiaries over underlying book value at date of 
acquisition in the amount of $38,441,561; (b) amounts classified as Account 107 in the amount 
of $8,979,909 and Account 100.5 in the amount of $8,614,101; and (c) the excess of the carry- 
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Assets 
Long-term Debt 


The United Light and Railways Company ... 


Subsidiaries 


Due to Affiliated Companies 


Current Liabilities 


Actual Pro Forma * 


$23,837,000 
207,823,500 


$231,660,500 
8,884 
33,059,094 


$23,837,000 
207,823,500 


$231,660,500 
8,884 
33,059,094 


Premium on Long-term Debt, less expenses, in process of 


amortization over lines of related issues 


Reserves 
Depreciation 


Contributions in Aid of Construction 
Paid-in Surplus ¢ 


4,798,508 4,798,508 


$85,525,628 
3,195,614 
$88,721,242 


$2,490,367 
47,608,9054 


$85,525,628 
3,195,614 


$88,721,242 


$2,490,367 
50,724,244 





Surplus—A pplicable to the United Light and Railways Com- 


7,144,024 
$558,807,563 


7,144,024 
$560,810,764 





(Notes a, b, c, and d on the following page are an integral part of this exhibit.) 
Notes 





ing value of the investments in Detroit Edison and International Paper Company over the 
company’s estimate of the value thereof, which value is approximately $15,000,000 less than the 


amount presently recorded on the books. 


4 Of this amount $46,053,800 arose from the reduction in 1932 of the par value of common 


stock from $100 to $35 per share. 


Burke, Commissioner, concurring : 
I agree with all that is said in the 
principal opinion. I desire merely to 
point out that, for my part, the rejec- 
tion of the proposed allocation of 8.8 
per cent of the common stock of Rail- 
ways to the holders of the common 
stock of Power need not be rested 
solely upon an over-all judgment. 

As stated in the principal opinion, 
the valuation of interests such as these 
is not an exact science, even in the 
most favorable circumstances. Pre- 
sented with a proposed allocation of 
assets such as that suggested here, the 
best we can do is to determine what 
assumptions are necessary to arrive 
at the allocation, and ascertain wheth- 
er such assumptions fall within the 
permissible limits of reasonableness. 


It is obviously impossible to estimate 
future earnings or determine the 
proper basis of appraisal of interests 
therein with sufficient exactness to 
arrive at a precise mathematical al- 
location. But the mere fact that a 
particular method of appraisal lacks 
the degree of precision which might 
be desired does not justify rejecting 
its use where that dgeree of precision 
is not called for. It is possible to de- 
termine, in the light of various pos- 
sible assumptions as to earnings and 
as to the basis of appraisal of inter- 
ests therein, whether the common 
stock is entitled to some recognition, 
and whether the proposed 8.8 per cent 
allocation to the Power common stock 
falls within or without the permissible 
limits of reasonableness. An ordinary 
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yardstick may be of little use in 
measuring sixty-fourths of an inch, 
but it is a convenient instrument 
where there are yards, or even inches, 
to be measured. 

I turn then to a consideration of 
the reasonableness of the proposed 
allocation—91.2 per cent to the pre- 
ferred stock and 8.8 per cent to the 
common stock of Power. 

If Power’s existing capital ‘struc- 
ture were retained, the preferred 
would have a claim on earnings, prior 
to that of the common stock, for its 
annual dividend requirements of $3,- 
600,000. The balance of earnings, 
or so much thereof as was available 
to the parent company for the payment 
of dividends, would be applicable first 
to the elimination of the $38,700,000 
of preferred arrearages, and there- 
after to the common stock. If net 
earnings of the system were to aver- 
age $6,185,000, a figure which the 
principal opinion characterizes as “a 
very liberal assumption as to earning 
power,” the arrearages could be paid 
off in approximately fifteen years, if 
the entire amount of earnings were 
available to Power and were paid out in 
dividends. I start with liberal as- 
sumptions as to earnings since if 8.8 
per cent appears excessive under such 
assumptions, it clearly could not be 
justified if more conservative hy- 
potheses were used. 

A prior claim of $3,600,000 on con- 
solidated net income of $6,185,000 
is obviously to be valued on a different 
basis from the claim to the balance of 
such consolidated net income, to 
whomsoever the latter claim belongs. 


These facts appear to me to furnish 
a possible basis for testing the fair. 
ness of the proposed allocation as be. 
tween the preferred and common 
stockholders of Power, believing as 
the majority does that the amount of 
the liquidation preference of the pre. 
ferred stock is not controlling, but 
that, as stated in the principal opinion, 
the proposed allocation is to be judged 
“according to the legitimate invest. 
ment values existing apart from the 
duty of liquidation imposed by the 
statute.” 

If a rate as low as 5 per cent were 
used in capitalizing the earnings ap- 
plicable to the preferred’s prior claim 
of $3,600,000 for current dividends, 
it would be necessary to apply a rate 
of 8.5 per cent (equivalent to nearly 
12 times earnings) to the remainder 
of the estimated earnings of $6,185. 
000 in order to arrive at an allocation 
to the Power common of as much as 
8.8 percent.’ Both of these rates are 
obviously much too low in a situation 
of this kind. If the capitalization 
rate applicable to the preferred’s prior 
claim for current dividends were in- 
creased above 5 per cent, however, the 
8.8 per cent allocation could be arrived 
at only by narrowing the spread be- 
tween the rates to a point clearly in- 
appropriate here, where the require- 
ments for current preferred dividends 
equal 58 per cent of the estimated net 
income. For example, if an 8 per cent 
capitalization rate were used for the 
preferred current dividends, the rate 
for the balance would have to be 10 
per cent. It is clear that if an 8 per 
cent rate were appropriate for the 





1 The present value of the earnings applica- 
ble to the common stock after provision for 
the preferred arrearages would be arrived at 
by capitalizing them and then discounting the 
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resulting value to present worth, thus giving 
effect to the fact that there would be no earn- 
ings applicable to the common until after the 
arrearages had heen paid ff. 
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former, a rate substantially higher 
than 10 per cent should be used for 
the residual earnings. I therefore 
conclude that the assumptions neces- 
sary to arrive at an allocation as large 
as that suggested in the plan are clear- 
ly unreasonable even if all doubts are 
resolved in favor of the common. 
Since the only proposal now before 
us provides for an allocation of 8.8 
per cent of the common stock of Rail- 
ways to the common stockholders of 
Power, our inquiry might well have 
been terminated at this point. How- 


ever, in order that the management 
may be provided with some guidance 
in formulating an amendment to the 
plan, if they desire to do so, I believe 
it is appropriate for us to consider the 
participation, if any, which we could 
approve for the common stock. 


After a careful appraisal of the con- 
tingencies involved, I agree that the 
common does have a prospect of shar- 
ing in the future earnings of the en- 
terprise and is therefore entitled to 
some participation. 

An allocation of approximately the 
5 per cent suggested in the principal 
opinion would appear to be very 
generous, even on the basis of liberal 
assumptions as to earnings, if tested 
by the method just applied to the pro- 
posed allocation of 8.8 per cent. 
However, the margin of error involved 
in calculations of this type assumes 
greater importance as the participation 
approaches the vanishing point, and 
intangible considerations become en- 
titled to increased weight. It must be 
borne in mind that an appraisal of the 
earning power, under normal condi- 
tions, of the system as now constituted 
must necessarily result not in a single 
figure, but an estimated range—a 
[3] 


maximum and a minimum. Earnings 
actually realized in a particular year, 
and indeed the average earnings 
actually realized over a period of time, 
might well be above or below the mean 
between this maximum and minimum. 
Earnings actually realized in a par- 
ticular year, and indeed the average 
earnings realized over a period of 
time, might well be above or below 
the mean between this maximum and 
minimum. Should earnings exceed 
the estimate the common would re- 
ceive only a small part of the increase 
although in the absence of a recapi- 
talization they would be entitled to 
all earnings in excess of current pre- 
ferred dividends, after settlement of 
the arrears. On the other hand, since 
the common is to receive only a small 
percentage of the entire equity, the 
extent to which the preferred would 
suffer thereby if the earnings fall be- 
low the estimate on which the alloca- 
tion is made would be negligible. 

On the basis of a 95 per cent—5 per 
cent split and projected earnings of 
$6,185,000, 95 per cent of that amount 
or $5,875,750 would be allocable to 
the preferred in perpetuity, instead of 
the $3,600,000 dividends to which 
they would be limited, after settle- 
ment of the arrears, if the present 
capital structure were preserved. In 
addition, 95 per cent of any excess 
over such projected earnings would 
go to the preferred stock. 

Under these circumstances, as the 
participation of the common ap- 
proaches zero, we are warranted in 
considering increasingly liberal as- 
sumption in favor of the possibility 
that earnings may substantially exceed 
what may be characterized as “rea- 
sonably foreseeable.” In other words, 
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the possible (though unlikely) rather 
than the probable range of earnings 
may be taken into account for the pur- 
pose of allotting to the common stock- 
holders a small participation—where- 
as allotment of a more substantial 
participation would necessitate a more 
conservative appraisal. In view of 
these considerations I am unable to 
say that an allocation around 5 per 
cent would be unfair. 


HeEaty, Commissioner, dissenting : 
This plan provides for the liquida- 
tion of Power through the disposition 
of its assets and its subsequent dis- 
solution. It is filed under § 11(e) of 
the act. It is not to be submitted to 
the stockholders. If approved by us, 
we are to apply to a court to enforce 
it, i. e., to impose it on the stockhold- 
ers. Under § 11(e) we cannot ap- 
prove the plan unless we find it nec- 


essary to effectuate the purpose of 
§ 11(b) of the act and fair and equita- 
ble to the persons affected by it. 


I 


Is the plan fair and equitable to 
the persons affected by it? Among 
those affected by it are the preferred 
stockholders. I think the plan is un- 
fair and inequitable as to them. 
Whether it is fair and equitable as to 
them depends on their contract rights. 
These are found in the corporation’s 
charter, which provides: ‘Upon the 


dissolution or liquidation of the cor- 
poration, whether voluntary or jin- 
voluntary, the holders of the Class A 
preferred stock shall be entitled to re- 
ceive out of the net assets of the cor- 
poration, whether capital or surplus, 
for each share of such stock, $100 and 
a sum of money equivalent to all 
cumulative dividends on such share, 
both accrued and in arrears (wheth- 
er or not the same shall have been 
declared or earned), including the full 
dividend for the then current quarter- 
ly period, before any payment is made 
to the holders of any stock other than 
the Class A preferred stock. Any 
assets thereafter remaining shall be 
distributable among holders of stock 
other than the Class A preferred stock 
in accordance with their rights at the 
time of the distribution.” ? 

A liquidation and dissolution of 
Power is taking place.* The argu- 
ment that by some strange legal al- 
chemy the disposition of the assets of 
Power and its enforced dissolution is 
not really a liquidation at all falls in 
face of the facts, one of the more 
important of which is that when the 
preferred stock was issued and sold to 
the public, then as now the principal 
asset of Power was the common stock 
of Railways. When the incorpora- 
tors wrote the charter fixing the rights 
of stockholders upon _ involuntary 
dissolution, plainly they were talking 
about the rights of Power’s stockhold- 





1 The amended charter (1929) also contains 
the following: “The common stock of the com- 
pany shall be subject to the rights of the hold- 
ers of the Class A preferred stock.” 

2 This Commission’s order of March 20, 
1941, pursuant to which this plan was sub- 
mitted (and certain previous disposition of 
Power’s assets undertaken), provided that 
Power “shall be liquidated and dissolved.” 
Holding Company Act Release No. 2636, 8 
SEC 837. The second circuit court of appeals, 
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in reviewing this Commission’s order permit- 
ting the retirement of Power’s publicly held 
debentures without payment of a premium 
(undertaken in order to comply with our or- 
der of March 20, 1941), regarded the retire- 
ment of debentures as one step in “the liavi- 
dation and dissolution of Power.” New York 
Trust Co. v. Securities and Exchange Com- 
mission (1942) 131 F(2d) 274, 46 PUR(NS) 
270. 
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ers to its holdings of Railways’ securi- 
ties. 

In my opinion, insisting that the 
stockholders observe the terms of 
their contracts is not the application 
of a bankruptcy technique. It is clear 
that the preferred stockholders are 
not receiving that to which the con- 
tract entitles them. Involuntary dis- 
solution and liquidation are taking 
place. The preferred is thereupon 
entitled to receive from the net assets, 
whether capital or surplus,® for each 
share of stock, $100 plus arrearages 
$64.50 (to December 31, 1942) or 
$164.50, or for 600,000 shares a total 
of $98,700,000 before any payment 
in money or kind is made to the com- 
mon stock. I agree that the preferred 
stockholders are not entitled to be paid 
in cash in the present circumstances. 
I agree it is appropriate to pay them 
in kind. In this case they are being 
paid with common shares of Railways. 
It is agreed by the majority that the 
Railways common to be paid them, or 
indeed all of it including what is not 
being delivered to them, is not worth 
$98,700,000, or anywhere near it, 
either on an asset basis or any rea- 
sonable capitalization of foreseeable 
earnings or indeed on any basis. Yet 
the Power common is getting 5.48 
per cent or 173,838 shares of Rail- 


ways common with a par value of 
$1,216,866 and a consolidated book 
value of about $4,450,000 before the 
charter provision as to the preferred 
has been honored. I regard this as a 
breach of the contract. I think it 
flagrantly disregards the rights of the 
preferred stockholders.** The cir- 
cuit court of appeals for the second 
circuit in the course of dealing with 
one stage of this very dissolution of 
this company, in denying the right of 
the bondholders to be paid a premium 
said: 

“The order under review [i. e., the 
Securities and Exchange Commission 
order of February 25, 1942] (42 
PUR(NS) 193) was, accordingly, 
fair and reasonable to all parties in 
interest since it provided for the pay- 
ment of the bonds in a way which dis- 
charged in full the contract obliga- 
tions of the dissolved corporation.” 
See New York Trust Co. v. Securi- 
ties and Exchange Commission, su- 
pra, 46 PUR(NS) at p. 274. (Italics 
supplied). 

So now the plan of dissolution and 
the order approving it are not fair and 
equitable to all parties in interest 
since it does not provide for a treat- 
ment of the preferred in a way which 
conforms to the charter. When this 
Commission issued its orders in the 





8In case of liquidation or dissolution ar- 
rearages on preferred stock, where the char- 
ter contains such provisions, must be paid 
before any payment is made to the common 
even if the use of capital is thereby necessitat- 
ed. See Willson v. Laconia Car Co. (1931) 
275 Mass 435, 176 NE 182; Cox v. Sellers 
(1942) — Del Ch —, 28 A(2d) 679. The 
right to accrued dividends is treated as a “vest- 
ed right.” See the Laconia Car Case, supra; 
Morris y. American Pub. Utilities Co. (1923) 
14 Del Ch 136, 122 Atl 696; Penington v. 
Commonwealth Hotel Construction Corp. 
(Del 1931) 155 Atl 514; Consolidated Film In- 
dustries v. Johnson (1937) 22 Del Ch 407, 197 
Atl 489; Roberts v. Roberts-Wicks Co. (1906) 
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184 NY 257, 77 NE 13. [€f. Davison v. 
Parke, Austin & Lipscomb (1941) 285 NY 
500, 35 NE(2d) 618 which, while throwing 
doubt on the constitutional implications of the 
“vested rights” principle enunciated in earlier 
New York cases, asserted that the legislature 
had not intended in the instance to allow pre- 
ferred stockholders to be deprived of their 
charter right to accrued dividends. ] 

8aIn the majority opinion in the Federal 
Water Service Case (1941) 8 SEC 893, 41 
PUR(NS) 321, there was a concession that, 
had the case involved a liquidation, the opin- 
ion would have had a different result. This 
dictum is now rejected in the majority opinion. 
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bond premium cases, one involving 
Power and the other North American 
Light & Power, it rested its decisions 
squarely upon the contract provisions 
as to the rights of bondholders upon 
involuntary dissolution. When the 
circuit court of appeals for the seventh 
circuit affirmed our order in the North 
American Light & Power Case (on 
March 5, 1943) it said that the peti- 
tioners who were seeking a premium 
on debentures must stand or fall on 
the issue as to whether North Ameri- 
can Light & Power was required by 
contract to pay a premium on redemp- 
tion under the circumstances with 
which it was confronted. The court 
said the principal question presented 
was whether the debenture holders 


had a contract right to the payment 
of a premium upon redemption of the 
debentures occasioned by the involun- 
tary act of Light & Power. 


The 
court answered this question in the 
negative. Plainly it based its deci- 
sion, as we based ours, upon the speci- 
fication in the contract as to how the 
debentures should be treated in in- 
voluntary dissolution. See City Na- 
tional Bank & Trust Co. v. Securities 
and Exchange Commission (1943) 
134 F(2d) 65, 48 PUR(NS) 195. 
I rest this dissent upon the contract 
provision as to the rights of the pre- 
ferred upon involuntary dissolution. 

The majority opinion rejects this 
view on several grounds. 

It says that dissolution under this 
act was not foreseen and was not in 
the minds of the incorporators when 
the charter was written. I agree. 
However, what was in their minds, 
what was foreseen and provided for, 
was that there might be dissolutions 
from unforeseeable and unpreventable 
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causes. The parties in the charter 
fixed their rights of participation in 
case of voluntary or involuntary dis. 
solution of Power. They made pos. 


sible also redemption of the preferred 


stock. As redemption would be with- 
in the control of the company, it was 
recognized that it would be unfair 
to redeem the preferred at ordinary 
liquidation value in view of the fact 
that it had accepted a limited return 
on its investment. In event of 
redemption, therefore, the preferred 
was to receive an additional premium 
of $5 per share. No premium was 
provided in case of involuntary dis- 
solution, in view of the fact that this 
would be beyond the control of all 
classes of stock. 

With knowledge of the possibility 
of enforced liquidation and dissolu- 
tion in mind, the incorporators pro- 
vided that, in case of involuntary 
liquidation, the preferred must re- 
ceive $100 per share and arrearages 
before the common got anything. 
The common thereby assumed the 
risk that if, through no fault of either 
class of stockholders, the company 
should be required to go out of exist- 
ence because of unforeseen circum- 
stances, the preferred would be paid 
its full liquidating value (including 
arrearages), which might leave the 
common nothing. The common’s 
right was to unlimited participation 
in assets not subject to superior 
claims. 

The charter made provision for the 
rights of stockholders upon dissolu- 
tion or liquidation of the corporation, 
whether voluntary or involuntary. 
When provision is made for distribu- 
tion rights upon-either voluntary of 
involuntary dissolution, provision 1s 
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made for every possible kind of dis- 
solution. 

What was meant to be covered by 
involuntary liquidation except the un- 
predictable and the unpreventable? 
It need not be just insolvency or 
money troubles. It might be a dis- 
lution action under the Sherman 
Act, the Clayton Act, the Hepburn 
Act, a quo warranto by the state at- 
torney general, or any action that a 
superior authority might compel. The 
authority which forces involuntary 
dissolution is usually that of the gov- 
ernment.* 

The resemblance of proceedings 
under § 11(b) to proceedings under 
the Sherman Act and the Hepburn 
Act was pointed out by the committee 
reporting this bill to the Senate. 
Footnote 16 of the majority opinion 
calls attention to that report. The 
Senate report, as footnote 17 of the 
majority opinion points out, in con- 
nection with § 11(b), speaks of the 
courts exercising all the extraordinary 
powers such courts have been accus- 
tomed to exercise when called upon 
under the Sherman and Hepburn Acts 
to effect compulsory corporate read- 
justments required by the public pol- 
icy expressed in those acts. There 
were other similar references which 
need not be repeated. It therefore ap- 
pears that Congress in enacting § 11 
had definitely in mind precedents un- 
der the Sherman Act and the Hep- 
burn Act. 

An examination of cases which 
arose under those acts and which were 
decided by the Supreme Court before 


1935 discloses that, instead of: sus- 
taining the position of the majority, 
the opposite view is found to be sus- 
tained. In the hearings before Con- 
gress probably no precedent of the 
courts was so often cited as the de- 
cision of the Supreme Court in the 
Reading Case. The Reading Com- 
pany was required, as a combination 
in violation of the Sherman and Hep- 
burn Acts,® to confine itself to owner- 
ship and operation of a railroad sys- 
tem, and to dispose, inter alia, of its 
interest in a coal business. In United 
States v. Reading Co. (1921) 273 
Fed 848, the district court, upon the 
mandate of the Supreme Court in 253 
US 26, supra, footnote 6, approved a 
plan for the liquidation and dissolu- 
tion of Reading, and provided for dis- 
tribution in kind of the surplus of 
Reading to its preferred and common 
stockholders, who were to receive, 
share and share alike, assignable cer- 
tificates of interest in the stock of the 
new company formed to take over 
Reading’s coal business. Common 
stockholders of Reading contended 
that under the charter of Reading, the 
distribution of its surplus should go 
to common stockholders only, and this 
question came before the Supreme 
Court. Continental Ins. Co. v. United 
States (1922) 259 US 156, 66 L ed 
871, 42 S Ct 540. 

The preferred and common stock of 
Reading consisted of an equal num- 
ber of voting shares at $50 par value. 
The preferred was entitled to 4 per 
cent noncumulative dividends and was 
subject to redemption at par (in cash), 





*Under most state laws a charter is accept- 
ed, generally speaking, subject to the right 


of the state to terminate it. See Note: Pow- 
er of State to Alter Corporate Charters, 31 
Col, L. Rev. 1163 (1931). 


5 See e. g. remarks of Senator Wheeler, 79 
Cong. Rec. 4605-4607, 8432 (1935) ; Mr. Eich- 
er, 79 Cong. Rec. 10361, 10362 (1935). 

6 United States v. Reading Co. (1920) 253 
US 26, 64 L ed 760, 40 S Ct 425. 
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(259 US at p. 179). The charter did 
not give the preferred stock any 
preference upon liquidation or distri- 
bution. 

The contention of the common 
stockholders that they were entitled 
to the surplus of Reading to the ex- 
clusion of preferred stockholders was 
dismissed by the Supreme Court up- 
on its interpretation of the Reading 
charter (259 US at pp. 177-181). At 
page 181, the court said that “stock- 
holders, common and preferred, share 
alike in the assets of a liquidating cor- 
poration, if the preference 1s only as to 
dividends.” [Citing cases] (Italics 
supplied. ) 

Starting with the Supreme Court’s 
premise that in a liquidation and dis- 
solution compelled by Federal law the 
rights of preferred and common 
stockholders inter sese are to be de- 
termined by their contract,’ the con- 
clusion is inescapable that preferred 
stockholders who are entitled to liq- 
uidation preferences must be paid 
such preferences in full before com- 
mon stockholders are permitted to 
participate. A statement made by the 
management of Reading in connec- 
tion with an application to the New 
York Stock Exchange for stock list- 
ing, that “the preferred and common 
stock in liquidation or disso- 
lution of the corporation, will share 
equally in pro-rata distribution of as- 


sets” was regarded by the Supreme 
Court as shedding light on “the kind 
of interests they were buying in the 
company” (259 US at pp. 180, 181), 
It was considered by the Supreme 
Court in determining the participation 
in the Reading liquidation under the 
antitrust laws. A fortiori, a charter 
provision, as here, expressly granting 
to preferred stockholders a prefer. 
ence to the extent of $100 a share plus 
accumulated dividend arrearages “up. 
on the dissolution or liquidation of the 
corporation; whether voluntary or in. 
voluntary” must be respected by 1s, 
and the liquidating preferences and 
arrearages paid to the preferred be. 
fore the common can participate. 

The Reading Case (and the Amer. 
ican Tobacco Case) convince me that 
rights among stockholders are to be 
determined according to their con- 
tracts when involuntary dissolution is 
forced by a Federal statute. 

Because United has assets insuf- 
ficient to satisfy in full the liquidating 
preference of its preferred stockhold- 
ers, I consider it not fair and equitable 
to permit its common stockholders to 
participate in such assets as are avail- 
able for distribution. 

Any intimation that this is the 
equivalent of the destruction of in- 
vestment values is unwarranted. Both 
the majority and I are in complete ac- 
cord that the value of these assets 1s 





7 See also Standard Oil Co. v. United States 
(1911): 221-US ‘1; 55.15 ed 619, 31 S)Ct -502; 
and United States v. American Tobacco Co. 
(1911) 221-US: 106,55. L ed 663; 31.8: Ct 
632, as to the determination of the Supreme 
Court to effect dissolution in accordance with 
the contract rights of the security holders. 
This was emphasized in another part of the 
Continental Company Case, supra, in which 
provision was made to protect mortgage bond- 
holders whose mortgage covered the property 
of both Reading and the coal company prior 


49 PUR(NS) 


See 259 US at pp. 167- 


to the dissolution. 
174 


8] must confess to a feeling that the charter 
provisions themselves are of greater weight 
than representations in listing applications. 
Nevertheless, I point out what appears ina 
certified copy of the application made by Povw- 
er for listing its preferred stock on the Chicago 
Stock Exchange. Item N in the application 
reads: “Preference or other rights upon dis- 
tribution of assets.” The sworn answer 1s: 
“Preference over all other stocks of compaty 
in liquidation.” 
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substantially less than the liquidating 
value of the preferred including ar- 
rearages. I am also in complete ac- 
cord with the majority that the elim- 
ination of unnecessary companies and 
simplification of structures do not 
destroy values but do destroy need- 
less expenses and so improve the in- 
vestment values of the securities in- 
volved. 


II 


In my view, as expressed hereto- 
fore, the action to be taken by Power 
will constitute liquidation and dissolu- 
tion within the meaning of its charter. 
So my dissent rests on the fact that 
the preferreds’ liquidation prefer- 
ences and arrearages are not protected 
in the order of the Commission. If, 
however, the disposition of the assets 
of Power and its subsequent dissolu- 
tion must be treated not as a liquida- 
tion and dissolution within the mean- 
ing of its charter but as a reorganiza- 
tion or recapitalization, then I regard 
the treatment of the preferred as not 
fair and equitable. My views on this 
matter have been expressed in my dis- 
sents in the International Paper & 
Power Company Case (1937) 2 SEC 
274, 285, and the Federal Water 
Service Corporation Case (1941) 8 
SEC 893, 921, 41 PUR(NS) 321. 


I regard the question, “Is the plan 


fair and equitable?” as one of law. I 
do not regard it as a matter of admin- 
istrative grace or the uncontrolled dis- 
cretion of the Commission. Un- 
doubtedly, it involves the exercise of 
judgment by the Commission but its 
correct decision should rest upon, or 
at least be consonant with principles 
of law and contract established by the 
courts. If the words “fair and equi- 
table” mean whatever we say they 
mean, if their meaning is not a matter 
of law, then my conclusion, based on 
my observation and experience as a 
Commissioner, and on my views as to 
the act itself, is that “fair and equi- 
table” ought to mean that in reorgan- 
izations under this act as elsewhere 
the principle of absolute priorities pre- 
vails.° A decent regard for the rights 
of security holders under financial 
contracts leads me to no different re- 
sult. The absolute priority doctrine 
is not a variation from normal law. It 
is not in law what a sport is in biology. 
It rests on the superior position which 
a creditor holds as against stockhold- 
ers, which the stockholder with full 
preferences as to assets and earnings 
holds as against the common stock- 
holder. Whenever those superior 
rights are threatened with mistreat- 
ment, whether through conveyances 
in fraud of their rights, or waste, or 
allocation of securities in reorganiza- 
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9For my part I prefer that our conclusions 
as to the meaning of words in our statutes 
be treated as matters of law subject to court 
teview, and that our conclusions be given 
great weight by the courts in arriving at their 
own conclusions because of our experience and 
duties under those statutes. Such was the 
established view of the Supreme Court for 
many years following its decision in Federal 
Trade Commission v. Gratz (1920) 253 US 
421, 64 L ed 993, 40 S Ct 572. (Cf. Standard 
Oil Co. of N. Y. v. Federal Trade Commis- 
sion (1921) 273 Fed 478), where the holding 
of the Gratz Case was applied in the follow- 


ing language at p. 481: “Whatever may be 
the exact meaning or extreme scope of the 
still novel phrase ‘unfair method of competi- 
tion,’ it is settled that it is for the courts and 
not the Commission to determine as matter 
of law what is and what is not included in the 
phrase.” If such is not the rule I cannot see 
that the doctrine of the supremacy of law in 
America is in force. It seems to me the sup- 
porters of a contrary view (and this does not 
include any of my brother Commissioners) are 
merely passing the ammunition to those who 
oppose the administrative process. 
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tion, or the distribution of assets in 
liquidation, the law recognizes and 
protects that superiority of position. 

My views proceed from the same 
basic premises which caused me to 
dissent in the Federal Water Service 
Corporation Case, supra (8 SEC 
893). I shall repeat those premises 
without repeating the arguments or 
citations I included in that dissent, ex- 
cept to the extent that new arguments 
contrary to my views appear in the 
opinion herein. 

The first premise is that the ex- 
pression “fair and equitable’ found 
in §§ 11(e) and 11(d) is a term of 
art having a settled meaning, requir- 
ing the application of the principle of 
absolute priorities to the reorganiza- 
tion of corporations.’"° The Supreme 
Court has repeatedly held that where 
language used in a statute had ac- 
quired a settled meaning in court de- 
cisions, Congress will be presumed to 
have used the language to convey that 
meaning. That is what the court held 


in the Los Angeles Lumber Cage 
(1939) 308 US 106, 84 L ed 110, 6 
S Ct 1, when it passed on the words 
“fair and equitable,” which in 1934 
had been lifted out of the equity re. 
ceivership cases and transferred to 
§ 77(b) of the Bankruptcy Act” 
The phrase “fair and equitable” had a 
settled meaning when Congress used 
it in 77(b) in 1934. It still had it 
when Congress used it again a year 
later in 1935 in the Holding Company 
Act, an act. which Congress knew 
would inevitably involve liquidations 
and reorganizations. The settled 
meaning connoted the absolute prior- 
ities doctrine. 

The second premise is that the set- 
tled meaning of “fair and equitable” 
described in my first premise applies 
to the reorganization of solvent cor- 
porations.” 


The third premise is that the abso- 
lute priority rule applies as between 
classes of stockholders. 


These three premises add up to the 





10 Compare Group of Institutional Investors 
v. Chicago, M. St. P. & P. R. Co. (1943) 317 
US —, 87 L ed —, 63 S Ct 727, and Ecker v. 
Western P. R. Corp. (1943) 317 US —, 87 
L ed —, 63 S Ct 692. 

11 This Commission took the same position 
as to the term “trade secret” in § 24(a) of 
the Securities Exchange Act of 1934 in its 
brief in the Sumatra Tobacco Company Case 
and was sustained therein by the court of ap- 
peals for the District of Columbia. See Amer- 
ican Sumatra Tobacco Corp. v. Securities and 
Exchange Commission (1937) 68 App DC 77, 
93 F(2d) 236. 

12 Consolidated Rock Products Co. v. Du 
og (1941) 312 US 510, 85 L ed 982, 61 S Ct 
675. 

13 This premise rests on a number of lower 
Federal court cases cited in footnote 13 of my 
opinion in the Federal Water Service Case 
(1941) 8 SEC 893, 41 PUR(NS) 321. The 
precise question, so far as I am aware, has 
not been passed on by the Supreme Court, al- 
though it has been approved by implication in 
Taylor v. Standard Gas & E. Co. (1939) 306 
US 307, 83 L ed 669, 59 S Ct 543, where the 
court did not find unfair that aspect of the 
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plan before it which granted participation to 
the old preferred while denying it to the old 
common. The Supreme Court in the Los An- 
geles Lumber Case, supra, has also cited sev- 
eral cases so holding: Flershem v. National 
Radiator Corp. (1933) 64 F(2d) 847 (revd 
for reasons not relevant here [1934] 290 US 
504, 78 L ed 465, 54 S Ct 298, 90 ALR 391); 
Re New York Railways Corp. (1936) 82 F 
(2d) 739; cert. den. (1936) 298 US 687, 8 
L ed 1406, 56 S Ct 959; In re Day & Meyer 
(Murray & Young) (1938) 93 F(2d) 65/7. 
See also In Re Consolidation Coal Co. (1935) 
11 F Supp 594; In Re Oscar Nebel (. 
(1940) 115 F(2d) 141. In its brief in the last 
case, this Commission expressly took the pos'- 
tion that the absolute priorities doctrine ap- 
plies between classes of stockholders. Ap 
parently Judge Jerome Frank, now of the 
circuit court of appeals for the second circutt 
and formerly chairman of this Commission, 
whose views greatly influenced the majority 
opinion of this Commission in the Federal W2- 
ter Service Case, supra, took a contrary view 
some years ago. See: Frank, Some Realistic 
Reflections on Some Aspects of Corporate Re- 
Organization, 19 Va. L. Rev. 541 (1932). 
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conclusion that in this reorganization 
the common stock can participate only 
if (1) the preferred stock is com- 
pletely compensated for all it sur- 
renders, i. e., its prior claim on earn- 
ings, its prior claim on assets in case 
of liquidation, and its claim to accum- 
ulated arrearages and (2) there is a 
value remaining for the common after 
these rights have been fully compen- 
sated. I cannot find that there is a 
value remaining for the common in 
this case. 


III 


I now turn to the questions: (1) 
Does the plan fully compensate the 
preferred for all it surrenders? (2) 
Is there a value remaining for the 
common after the preferred’s rights 
have been fully compensated ? ™* 

I recognize fully that in valuing en- 
terprises either in liquidation or for 
reorganization purposes rigid for- 
mulae should not be insisted upon. I 
recognize also that forecasts of earn- 
ings cannot be exact and at best are no 
more than estimates. With the prin- 
ciple, however, that the absolute pri- 
orities doctrine applies as between the 
preferred stock and the common, and 
that this right of the preferred is to be 
measured by its liquidating value, in- 
cluding its arrearages and its claim on 
earnings, I am unwilling to consider 
any compromise. 


The Asset Basis 


1 consider these questions first on 
an asset basis. I agree with the opin- 
ion that this basis is not conclusive. 
It is important, however, because of 
its bearing on earnings and for other 


reasons. The subsidiaries from which 
earnings originate are, for the most 
part, operating public utility. com- 
panies. Their rates may be assumed 
to be made on rate bases derived from 
either original cost, prudent invest- 
ment, present value, or a combination 
of them. In rate making, where pres- 
ent value is used, values are used in 
the determination of earnings; earn- 
ings are not used to determine values. 

The opinion states that “The assets 
of Power are, in our opinion, of in- 
sufficient value to satisfy the stated 
liquidation preference of the preferred 
stock in the amount of $100 per share 
for 600,000 shares, plus arrearages of 
$38,700,000, or a total of $98,700,- 
000, as of December 31, 1942.” 

At April 30, 1942, the balance sheet 
of Power™ carried the preferred 
stock at $60,000,000, and the com- 
mon stock at $13,907,072. There 
was a deficit in earned surplus of 
$1,843,832. If the preferred’s divid- 
dend arrearages of $36,300,000 at 
that date were taken into account, the 
deficit would be increased to $38,143,- 
832 and the common stock would be 
wiped out; in fact, it would be $24,- 
236,760 “under water.” In other 
words, net assets would be $24,236,- 
760 less than enough to satisfy the 
liquidation preference of Power’s 
preferred including its arrearages. 

The principal asset of Power is the 
common stock of Railways. At April 
30, 1942, the book value applicable to 
Railways’ common stock was $77,- 
954,874 on a corporate basis and $81,- 
554,330 on a consolidated basis. Both 
figures are pro forma, after giving 





This is on the assumption which I can- 
not accept that we are dealing with some kind 
of reorganization and not a liquidation. 


15 A condensed balance sheet of Power at 
April 30, 1942, is given in the opinion. 
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effect to contributions by Power of 
certain assets.4® On this basis, the 
liquidation preference of Power’s pre- 
ferred, including arrearages of $36,- 
300,000, exceeds the book value of 
Railways’ common by $18,345,126 on 
a corporate basis, or $14,745,670 on 
a consolidated basis. In other words, 


even if the preferred stockholders 
were given all of Railways’ common 
stock, they would still not receive any- 
thing equal to the face amount of their 
present claim.” 


However, the net asset figures of 
$77,954,874 and $81,554,330 rep- 
resenting the book value of Rail- 
ways’ common stock, are open to chal- 
lenge. Moreover, they are reached 
only after deducting very substantial 
amounts of senior security claims. 

At April 30, 1942, Railways’ con- 
solidated balance sheet showed net 


assets applicable to outstanding secu- 
rities of $431,732,669. Claims senior 


to Railways’ common stock aggre. 
gated $350,178,339. The balance of 
$81,554,330, only about one-fifth of 
the total, is all that remains for Rail. 
ways’ common stock. This amount 
may be broken down into its principal 
components as follows: 


TABLE I 
Pro Forma Consolidated Net Assets at 
April 30, 1942 
=~ aa (including intangi- 
es): 

Combined property accounts of 
subsidiaries 

Excess of carrying value of in- 

vestments in securities of 

subsidiaries over underlying 

book value at dates of ac- 

quisition 


$391,372,776 


38,441,561 


$429,814 337 
85,525,628 


$344,288,709 
55,512,801 
15,389,528 
16,541,631 


$431,732,669 
350,178,339 


Reserve for depreciation 


Investments (net) 
Other assets (net) 
Deferred charges (net) 


Claims of senior securities 


Balance applicable to Railways’ 


common stock 18 $81,554,330 





16 Pro forma corporate and consolidated bal- 
ance sheets of Railways at April 30, 1942, are 
given in exhibits to the opinion. 

17 As Justice Douglas pointed out in the 
Chicago, Milwaukee, St. Paul & Pacific Rail- 
road Company Case (1943) 317 US —, 87 
L ed —, 63 S Ct 727, 751: “The second of 
these objections is that general mortgage bonds 
are to receive under the plan only a face 
amount of inferior securities equal to the face 
amount of their claims. The objection would, 
of course, not be valid if claimants wholly 
junior to the general mortgage bonds were 
not participating in the plan. . . .” 

18 These balance sheets give effect to the 
proposed contribution to Railways of Power’s 
net assets except La Porte Gas and Electric 
Company and, of course, the common stock 
of Railways. As to La Porte, the opinion in- 
dicates that if it is not sold within the time 
scheduled for liquidation of Power it will be 
transferred to Railways and appropriate ar- 
rangements made to provide for Power’s bank 
loan, miscellaneous debts and the expense of 
liquidation. A note to the pro forma corporate 
balance sheet of Railways (which excludes 
La Porte) merely states that if it were not 
sold “the pro forma investment account and 
current liabilities would be increased by $1,- 
500,000.” It seems very clear to me that the 
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value and probable proceeds from the sale of 
La Porte exceed the $1,500,000 of bank loans. 
The other net assets of Power, which are be- 
ing contributed to Railways, consist of the 
following : 
Special escrow deposit * $1,358,442 
Investments in Mason City and 
Glear ‘Lake Ri RiGee Sianesec 150,000 
Deferred Charges ....... P 60,841 
433,918 
$2,003,201 


Current Assets 

* Assuming that the order of this Com- 
mission, affirmed in The New York Trust 
Company Case, supra, is not overruled. See 
opinion note 15 and related text. 

This aspect of the liquidation of Power, 
although not at all emphasized in the opin- 
ion, is important because at present the Power 
preferred stock has a direct and prior claim 
on Power’s assets in excess of its liabilities. 

The point is that under the proposed plan, 
the preferred loses completely its direct and 
prior rights in these assets and is given only 
95 per cent of the Railways’ common stock. 
Since it is being given common stock, its 
rights become subordinated to $23,837,000 of 
Railways’ debentures,. $18,983,800 of preferred 
7 and more than $1,100,000 of current 
ebt. 
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The consolidated net assets of $81,- 
554,330 ($77,954,874 on a corporate 
basis) as shown in Table I are, how- 
ever, subject to substantial reductions. 
Shown as part of utility plant is $38,- 
441,561 described as the “Excess of 
carrying value of investments in se- 
curities of subsidiaries over underly- 
ing book value at dates of acquisi- 
tion.” This is in addition to the 
amounts which are included directly 
in the 100.5 and 107 accounts of the 
operating companies. It arises in con- 
solidation because the underlying 
book values of the subsidiaries at 
dates of acquisition are that much less 
than the amounts at which the invest- 
ments representing such underlying 
book values are carried by the respec- 
tive holding and subholding com- 
panies. The balance sheets attached 
as exhibits to the opinion do not show 


the basis on which investments are 
carried and the description of this ex- 
cess contained in such balance sheets 
does not call it “Excess of cost of in- 


’ 


vestments .’, it refers to it as 
“Excess of carrying value of invest- 
ments. .’ If it represented 
actual excess cost I believe it would be 
so described. 

In any event, the amount is open 
to question, since it is a well-known 
fact that many holding companies in 
the past paid exorbitant prices for the 
controlling stock of operating com- 
panies. To what extent this excess if 
supported or not supported by values 
is not explained and I am unwilling 
to accept it without knowing. Any 


necessary downward adjustment 
would further decrease the amount of 
net assets applicable to Railways’ com- 
mon stock. 

Investments are shown at $55,512,- 
801. The investments in The Detroit 
Edison Company and in International 
Paper Company are carried at an 
amount about $15,000,000 in excess 
of the amount which Power’s man- 
agement estimates they are worth, as 
indicated in note c to the pro-forma 
consolidated balance sheet of Rail- 
ways at April 30, 1942 given in Ex- 
hibit C of the opinion. In Power’s 
annual report for 1942, however, the 
accountant’s certificate indicates that 
the carrying value of the investment 
in The Detroit Edison Company ex- 
ceeded quoted market value at Decem- 
ber 31, 1942 by $25,123,100. Clearly 
the amount of $81,554,000 should be 
adjusted downward for the substan- 
tial portion (over 50 per cent) of the 
decline in the value of these invest- ° 
ments which is not assignable to the 
minority interest.” 

At April 30, 1942, utility plant, in- 
cluding intangibles, contained an 
amount of $8,979,909 classified in 
Account 107, where pure _write-up 
representing no investment in the 
property is carried. While this 
amount should be eliminated from the 
accounts, it is not determinable at this 
time how much may be charged 
against the depreciation reserve and 
how much will be charged against the 
minority interest. Since April 30, 
1942, the amount of $8,979,909 has 





19The investment in the common stock of 
International Paper Company, carried at 
$3,788,569, was sold in December of 1942 for 
$458,828—a loss actually realized of $3,329,- 
741. At December 31, 1942, the quoted mar- 
ket value of the investment in 1,289,205 shares 


of common stock of The Detroit Edison Com- 
pany was $25,123,100 less than its carrying 
value of about $363 per share. This differ- 
ence is computed on the basis of a quoted 
market price of 174. The high for 1943 is 
193, the low 16% and the close on March 31, 
1943, 184. 
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been reduced to about $5,800,000 $1,284,333, appraisal and audit ex. 
partly as a result of a write-off (in penses of $382,261 and miscellaneoys 
large part against the depreciation re- items of $2,261,335. These amounts 
serve) made by Kansas City Power for the most part do not represent as- 
and Light Company pursuant to an sets in the usual sense of the word. 
order of the Federal Power Commis- They generally have no value in lig. 
sion. Utility plant also includes over uidation and often are required to be 
$8,600,000 classified in Account eliminated in reorganization. 
100.5 the account designed to include To sum up, I repeat that the claim 
the excess of cost over original cost. of the preferred at April 30, 1942, js 
It is true that part of the $8,600,000 $60,000,000 plus $36,300,000 for 
is chargeable against the minority in- dividends in arrears or $96,300,000. 
terest and some portion of it may be The consolidated net assets of Rail- 
disposed of by a charge against the ways applicable to its common stock at 
depreciation reserve. Nevertheless, April 30, 1942 are shown on a book 
the provisions of the classifications of yalue basis to be $81,554,330 or $14, 
accounts which govern this item area 745670 less than the claim of the 
constant threat to its continuance and preferred at the same date, and the 
to the portion of the $8,600,000 in- ook values are subject to the criti 
cluded in the $81,554,330. cisms I have noted. It is not neces- 
Deferred charges in the net amount sary to reduce to precise figures the 
of $16,541,631 shown in Table I con- adjustments which I have previously 
sist of $17,412,210 of debt discount indicated should be made. My point 
and expense (of which over $11,000,- is that on a realistic basis the de- 
000 applied to refunded issues) less ficiency is substantially more than 
$4,798,508 of debt premium and ex- $14,745,670 on a consolidated basis 
pense, gas conversion expenditures of or $18,345,126 on a corporate basis.” 





20It is not possible to give the amount of net earnings of the system to the end of the 
this deficiency at December 31, 1942. While year would also have to be taken into ac- 
the claim of the preferred increases to $98,- count. 
700,000 by reason of accruing dividends, the 


21 Market quotations for the stocks have been as follows: 


UNITED LIGHT & POWER COMPANY 
Market Quotations 


$6 Cumulative 
Convertible First Class A Non- 
Preferred Class A No Par Voting Common 


High Low 
87 


1 Offering price in Oct. 1929. 
2 Offering price in May 1929. 


49 PUR(NS) 





lit ex. 
aneous 
nounts 
ent as- 
word, 
in lig- 
| to be 


claim 
942, is 
0 for 
0,000. 
 Rail- 
tock at 
a book 
r $14,- 
of the 
nd the 
 criti- 
neces- 
es the 
riously 


"point 
1e de- 
than 
basis 
yasis.”! 


| of the 
nto ac- 


RE UNITED LIGHT & POWER CO. 


The Earnings Basis the Consolidated Rock Case, in the 
Western Pacific Railroad Case and in 
the Chicago, Milwaukee, St. Paul & 
Pacific Railroad Case. In the Consol- 
idated Rock Case it was said at pp. 
525, 526 of 312 US: that the value 
of the assets of the enterprise must 
be ascertained in order to determine 
the appropriate allocation of new se- 
curities among the old security hold- 
ers. As to the method of valuation 
(one of the main points of difference 
terprise we are unable to find an over- in this case) it — said that an effort 
all value for the assets which ap- ™ust be made to value the 
proaches $98,700,000.” I concur. I whole enterprise by a capitalization of 
shall show later why it seems to me prospective earnings: ©. ~: Find- 
that on any realistic basis of capitaliz- "8S as to the earning capacity of an 


ing earnings the system assets fall far enterprise are essential to a determi- 
short of $98,700,000. nation of the feasibility as well as the 


I believe that the best method of ‘aifness of a plan of reorganization. 
valuation for reorganization pur- ris = not the earnings ges re 
poses is to be found in a capitali- Sonably be expected to meet the in— 
zation of reasonably foreseeable earn- terest and dividend requirements of 
ings or earning power at an appro- the new securities is a sine qua non 
priate rate. This is the method which to a determination of the integrity and 
I think ought to be adopted in this practicability of the new capital struc- 
case. _In addition and more important- ture. It is also essential for satisfac- 
ly it is consistent with the holding in tion of the absolute priority rule of 


I next consider the questions, 
whether the preferred is being fully 
compensated and whether there is a 
value thereafter for the common, on 
an earning basis." In a valuation 
for reorganization purposes capitali- 
zation of earnings is recognized as the 
principal criterion.” 

The opinion states: “Similarly, on 
the basis of a capitalization of rea- 
sonably anticipated earnings of the en- 





Market Quotations—continued 


$6 Cumulative 
Convertible First Class A Non- 
Preferred Class A No Par Voting Common Class B Common 


19 3 1 23 
163 13 ts 13 
164 1s oo Ye 
104 8g $ ts 
348 332 4 4 3 


22.1 have already agreed that “book values” where the plan was upheld is: Re Chicago 
are not controlling. & N. W. R. Co. (1942) 126 F(2d) 351, af- 

83 Consolidated Rock Products Co. v. Du- firming (1940) 35 F Supp 230. See also: 
Bois (1941) 312 US 510, 85 L ed 982, 61 Re St. Louis-S. F. R. Co. (1942) 46 F Supp 
S Ct 675; Ecker v. Western P. R. Corp. 120; Akron, C. & Y. R. Co. v. Hagenbuch 
(1943) 317 US —, 87 L ed —, 63 S Ct 692; (1942) 128 F(2d) 932. Sa 
Group of Institutional Investors v. Chicago, 24 The opinion contends that this is a re- 
M. St. P. & P. R. Co. (1943) 317 US —, organization. While I disagree with this con- 
87 L ed —, 63 S Ct 727. The last two cases tention, the principles of valuation should not, 
raise questions on the appropriate manner of in this case, be different because the common 
carrying out the principles of the Consoli- stock of Railways has to be valued whether 
dated Rock Case with respect to valuation. we view it as a reorganization or a liquida- 
Another pending case involving valuation tion. 
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Case v. Los Angeles Lumber Products 
Co. (1939) 308 US 106, 84 L ed 110, 
60 S Ct 1. Unless meticulous regard 
for earning capacity be had, inde- 
fensible participation of junior equi- 
ties in plans of reorganization may 
result.” * 

I treat the earnings as we have 
treated them in dozens of reorganiza- 
tion cases under Chap. X of the Bank- 
ruptcy Act.*® That method is as fol- 
lows: 

I assume for the moment, and only 
for the moment, annual earnings of 
$6,185,000 which the opinion charac- 
terizes as “a very liberal assumption 
as to earning power.” Capitalizing 


this amount at a 10 per cent rate, I 
arrive at a maximum over-all valua- 
tion of $61,850,000. This is $36,- 
850,000 less than the claim of the pre- 
ferred at December 31, 1942, and only 


$850,000 more than the cash paid by 
the preferred about fourteen years 
ago.*8 

Thus it appears that valuing the 
principal asset of Power (the common 
stock of Railways) on a “very liberal” 
earnings basis and at too low a rate 
by the method customarily used by the 
Commission in reorganization cases 
indicates there is no value for the com- 
mon stock and no basis for its partici- 
pation. Accepting the rate of 10 per 
cent and the opinion’s findings as to 
earning power, the preferred is barely 


being compensated for the cash paid 
by it fourteen years ago. It is not 
being compensated for its arrearages 
nor for the prior rights which it sur- 
renders. 

The over-all valuation method of 
capitalizing earnings has been used by 
the Commission under Chapter X in 
determining equities among different 
classes of debt securities and between 
debt securities and stock. I doubt 
that any case can be cited under the 
Bankruptcy Act where we have failed 
to take this position. Usually it has 
been given controlling weight. 

This has been true whether the debt 
securities in question were matured or 
merely deemed to be matured. I do 
not believe that a claim that the abso- 
lute priorities doctrine does not apply 
in case of debt securities not yet ma- 
tured could be sustained, or that a 
Chapter X case can be cited where we 
have taken that stand. In the Los An- 
geles Lumber Company Case, supra, 
one of the reasons given by the dis- 
trict court for permitting participa- 
tion by the stockholders in the plan of 
reorganization was that “by reason of 
the so-called voluntary reorganization 
in 1930, the bondholders cannot fore- 
close until 1944, the old stockholders 
having the right to manage and con- 
trol the debtor until that time.” In his 
opinion, Mr. Justice Douglas said that 
this reason had no validity. 





25 Compare statement by the late Justice 
Brandeis speaking for a unanimous court in 
1935 in Atlanta, B. & C. R. Co. v. United 
yey (1935) 296 US 33, 80 L ed 25, 56 


26 See e. g., Re McKesson & Robbins (1941) 

8 SEC 853: Re The Higbee Co. (1941) 8 
SEC 777; Re LaFrance Industries (1939) 5 
SEC e Griess-Pfleger Tanning Co. (1939) 
5 SEC 7. 

27 Ten aoe cent is in my judgment too low. 
The data in footnote 11 of the opinion indi- 
cate average times—earnings rates of from 
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8.9 to 10.4 for nine “representative public 
utility holding companies.” However, it is 
clear to me that Railways is not as strong a 
company as most of the companies included 
in those averages. 

28 According to Moody’s Manual 500,000 
shares were offered at par and 100,000 shares 
at 110. This totals $61,000,000. From the 
record in this case it appears that the pro- 
ceeds to the company .were $58,594,000. The 
difference of $2,406,000 apparently represents 
the underwriting spread. 
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The bonds there were income bonds 
and the court was unaware of any 
circumstances which would give the 
bondholders the right to accelerate the 
maturity. The court accepted the con- 
clusion that the bondholders and the 
trustee could not take possession of 
the property through foreclosure or 
otherwise until the maturity of the 
bonds, and, as a corollary, that the 
stockholders could keep their posses- 
sion and control until that time. The 
court assumed “‘that this right or 
power on the part of the stockholders 
to keep possession until 1944 was for 
them a thing of value, though there is 
no finding that the old stock had any 
value, present or prospective.” The 
court held that that right did not sur- 
vive the commencement of proceed- 
ings under § 77B. By invoking the 
aid of the court, the debtor as well as 
the creditor assumed all the conse- 
quences which flow from that jurisdic- 
tion, among them, the possibility that 
a plan will be approved which elimi- 
nates the stockholders completely. 

Thus although the court recognized 
that the bonds were not due and rec- 
ognized the right of the common 
stockholders to continue to operate 
the business as a thing of value, it did 
not permit that right to interfere with 
the imposition of the absolute priori- 
ties rule, and the giving up of that 
right did not constitute grounds, by 
and of itself, for participation of the 
common, 

It is now well established in some 
jurisdictions that a creditor’s claim 





29Crimmins & Peirce Co. v. Kidder Pea- 
body Acceptance Corp. (1933) 282 Mass 367, 
185 NE 383; Tower Hill-Connellsville Coke 
Co. v. Piedmont Coal Co. (1929) 33 F(2d) 
703; See General Investment Co. v. American 
Hide & Leather Co. (1925) 98 NJ Eq 326, 
129 Atl 244, 


need not be matured in order that he 
may restrict his debtor’s free disposi- 
tion of assets. The Uniform Fraudu- 
lent Conveyance Act gives him the 
same right in this respect as the credi- 
tor with a matured claim reduced to 
judgment. Likewise, the preferred 
stockholder now has definite standing 
in court to challenge acts of the com- 
pany which may be unlawfully detri- 
mental to his interest in the company.” 

However, it is not possible for me 
to accept the figure of $6,185,000 
which the opinion uses “for the pur- 
pose of determining the existing rights 
of the preferred and common stocks 
in the enterprise.’ To arrive at this 
figure the actual consolidated net in- 
come of Railways and its subsidiaries 
for the five years ended with 1941, 
together with estimated figures for 
1942, are first adjusted to reflect the 
Railways’ system as it was constituted 
on April 30, 1942. Next, adjustments 
averaging $769,425 yearly are made 
for so-called nonrecurring charges 
which were “urged by the manage- 
ment as necessary to a determination 
of the normal earning power of the 
system.” The result is $6,185,000. 
My reasons for not being able to ac- 
cept this figure of $6,185,000 are 
many. 

I begin with the first table of earn- 
ings shown in the opinion. This table 
covers the earnings of Power’s system 
for the period from 1929, when the 
preferred stock was sold for cash, to 
1942, inclusive. All these figures are 
represented to be actual except those 
for 1942 which include estimated 
amounts for the last three months of 
that year. According to the table, pre- 
ferred dividends were earned and paid 
on both a corporate and on a consoli- 
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dated basis through 1931. In 1932 
they were earned on both bases, but 
only one-fourth of the preferred divi- 
dend requirement, or $900,000, was 
paid in that year. From 1933 to 1942 
the annual preferred requirements of 
$3,600,000 were never earned on a 
corporate basis, nor paid. Even ona 
consolidated basis they were not 
earned in four years, 1933, 1934, 
1935, and 1938. While 1938 was a 
poor year generally for utilities, the 
failure to earn the preferred dividend 
requirement in that year is significant 
since it shows clearly the effect of 
leverage in the system. A recession 
in 1938 of about $2,500,000 in the 
underlying gross revenues was accorm- 
panied by a decline of over $2,000,000 
in the consolidated net income of the 
system. It may also be noted that on 
the basis of actual annual consolidated 
earnings reported since 1932, the low 
is $986,719 and the high is $6,- 
700,000” and the average is $3,- 
840,000—only $240,000 more than 
the preferred’s annual requirements 
but $2,345,000 short of the assumed 
earnings of $6,185,000. 

Perhaps the most interesting point 
about this table is that it shows the 
aggregate preferred dividend require- 
ments for the 13-year period ended 
December 31, 1941, to have been actu- 


ally earned on a consolidated basis 
with $18,478,747 to spare. Of this 
excess shown, $8,752,796 was paid in 
common dividends in 1929, 1930 and 
1931 which leaves $9,725,951. Add 
to this the balance of consolidated 
earned surplus of $7,144,624 at Janu. 
ary 1, 1929 and the $35,100,000 of 
preferred stock dividend requirements 
during this period which, although 
shown as earned, were not paid and 
you get $51,970,575." Presumably, 
if this amount truly represents undis- 
tributed earnings there should at De- 
cember 31, 1941 be consolidated 
earned surplus of that amount. At 
that date, however, there was no con- 
solidated earned surplus whatever. 
The balance of all surplus was pre- 
cisely zero. At December 31, 1940, 
the balance was also precisely zero. 
And so, too, at the end of 1936, 1937, 
1938, and 1939 the balance was like- 
wise exactly zero.* 

Actually such “earnings” have been 
wiped out completely by charges car- 
ried directly to surplus.** The charges 
include debt discount, premium, and 
expense written off ($12,807,659); 
intangibles and plant adjustments 
written off ($8,701,091); losses on 
sale of securities and properties in- 
cluding reductions in carrying value 


of investments ($8,552,647) ; street 





80 This is the estimated net income for 
1942. Had the system not obtained the bene- 
fit of substantial nonrecurring deductions for 
tax purposes in 1942, this figure would pre- 
sumably have been much lower. 

31 Using estimated figures for 1942 the opin- 
ion arrives at “indicated undistributed consoli- 
dated earnings” of $51,525,951 for the four- 
teen years ended December 31, 1942. 

83 This challenging and curious fact was due 
to following at the end of each year the high- 
ly questionable accounting practice of increas- 
ing the reserve for investments by an amount 
exactly equal to the excess of earnings over 
expenses and other charges. Moreover in 
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1941 and also in 1937 when expenses and 
charges happened to exceed earnings, sufficient 
amounts were transferred from such reserve 
for investments to the surplus account with 
the result that the deficit was eliminated and 
surplus remained at exactly zero. Clearly, 
the need or lack of need for a reserve for 
investments cannot be precisely dependent on 
whether there were net earnings or losses for 
the year. 

88 I do not pause to consider which of these 
charges should have been made to income and 
not to earned surplus. Most accountants will, 
I believe, agree that some of them, at least, 
should have been charged to income. 
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railway and other abandoned property 
written off ($2,739,997) ; appropria- 
tions to retirement reserve, largely in 
connection with abandonments or 
prospective abandonments of trans- 
portation properties ($7,133,612) ; 
and provisions for reserve for invest- 
ments ($16,603,609). The miscel- 
laneous credits to surplus include prof- 
it on sale of securities and properties 
($4,982,557) and gain on sale of re- 
acquired stock ($4,106,736). 

I also note that over $14,500,000 
of the capital alleged to have been paid 
in by Power’s common admittedly has 
disappeared. The amount claimed to 
have been paid in by Power’s common 
is $28,482,745, the balance of common 
capital at April 30, 1942 is shown by 
Power’s balance sheet to be $13,907,- 
072, which leaves $14,575,673, as the 
amount which has been used up by 
various charges. It is difficult to de- 
termine precisely what happened to 
this $14,500,000 on a consolidated 
basis. The annual reports of the com- 
panies do not contain analyses of con- 
solidated capital surplus for all years. 
Indeed, the consolidated financial 
statements of Railways and its sub- 
sidiaries contained in Power’s 1942 re- 
port are not supported by a summary 
of consolidated earned surplus. I do 
know that substantial amounts in ex- 
cess of the stated value of the common 
capital were credited to capital or paid- 
in surplus and that in 1936 a reserve 
for revaluation of investments of 
about $12,000,000 was provided out 
of capital or paid-in surplus. Since 


the reserve in Power’s corporate bal- 
ance sheet at April 30, 1942 is less 
than $3,000,000, since there is no capi- 
tal surplus shown and since the deficit 
in all surplus is stated to be $1,843,- 
832, it is apparent that substantial 
losses have been charged off against 
paid-in capital. 

The significance of these net direct 
charges of $66,000,000 may be tested 
in another way. If the preferred is 
permitted its right to cumulative divi- 
dends out of the indicated earnings, 
losses already charged off have been 
enough to wash out the entire com- 
mon investment not once, but more 
than twice.** 

I now proceed to the opinion’s sec- 
ond table showing adjusted earnings 
for the years 1937-42. One of the 
principal troubles I have with this 
table relates to the nature of the ad- 
justments made. The figures shown 
in Column 2 represent the annual bal- 
ances of consolidated net income of 
Railways’ system as constituted at 
April 30, 1942 applicable to Railways’ 
common stock.*® The consolidated net 
income of Railways is then adjusted 
for so-called “nonrecurring” expendi- 
tures in the aggregate amount of #,- 
616,546 which has the effect of in- 
creasing the average annual net in- 
come by $769,425; from $5,415,120 
to $6,184,545—which is rounded out 
at $6,185,000. 

The $4,616,546 of so-called “non- 
recurring” expenses is composed of 
the following items: 





_ 4In addition there are substantial losses 
inherent in the remaining book assets for 
which provision had not been made at April 
30, 1942, See supra, footnotes 15, 16. 

85 For the 5 years from 1937 to 1941 these 
balances of Railways’ income aggregate about 
$3,300,000 more than the actual consolidated 


[4] 


net income of Power’s entire system as shown 
in Column 1. I assume the difference is ac- 
counted for by the interest, expenses and taxes 
of Power which are not deducted. But is it 
proper to eliminate the entire amount of 
$3,300,000? I question whether all of Power’s 
expenses can be so easily eliminated. 
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TABLE II % 


Amortization of: 
Gas conversion expenditures .... $1,737,981 
Holding companies’ debt discount 

and expense 1,209,572 
Plant acquisition adjustments ... 642,313 
Transportation property abandon- 

ments 510,000 
Expenses of utility plant reclassi- 

fication 455,797 
Rate-case expenses 354,336 
State Commission appraisal and 

audit expenses 360,420 
Installment payments to insurance 

company under annuity plan for 
past services of employees .... 

Miscellaneous (nine items) 


646,527 
1,092,864 


$7,009,810 
Deduct: 


Amount assigned to 


minority interest ... $1,212,642 
ax 
1,180,622 


Federal income 
adjustment 
2,393,264 

$4,616,546 

I question, as does the opinion, the 
propriety of eliminating these charges 
in total. However the opinion’s as- 
sumed figure of $6,185,000 reflects 
their complete elimination. I concede 
that some of them may be truly non- 
recurring items. But common experi- 
ence indicates that over a period of 
ten or fifteen years many so-called 
nonrecurring expenses not possible of 
prediction will recur. Something 
should be included to cover these con- 
tingencies. Most people will agree, 
for example, that in a public utility 
system as large as Railways, it is rea- 
sonable to expect rate-case expenses, 
Some companies in the system may be 
so subject at the present time as the 
opinion indicates. If this is the case, 
there is a question whether it may not 
be subject at least to the expense of 
defending its rates. 

I note from Table II, supra, that 
$1,737,981 of gas conversion expenses 
are being eliminated. I also note that 

86 See opinion and Exhibit 14-28 of the 
Record. 
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there are $1,285,000 of gas conver- 
sion expenses carried in the balance 
sheet as a deferred charge to be spread 
over future income accounts, and | 
understand that the management ad- 
mits two companies may be forced to 
expend substantial amounts in chang- 
ing over to natural gas. 

Moreover, I have a further difficul- 
ty with this type of adjustment. It 
fails to give recognition to the impor- 
tant fact that”both the company and 
regulatory authorities regard such ex- 
traordinary items of expense as ap- 
propriate charges against the revenues 
of the operating utilities. According- 
ly, it is customary to allow for such 
items in the determination of fair and 
reasonable rates and by the same token 
to allow for their elimination when the 
amortization process is completed. If 
these assumptions are correct, it is en- 
tirely erroneous to adjust for gas con- 
version expenditures, expenses of 
utility plant reclassification, rate case 
expense, state Commission appraisal 
and audit expenses, and possibly other 
items included under miscellaneous. 
Either such expenses will continue to 
be incurred or possible loss of reve- 
nues resulting from downward re- 
visions of rate must be given consid- 
eration. 

I note, also from the same table, 
charges during the period for debt 
discount and expense of holding com- 
panies in the amount of $1,209,572. 
I understand that these apply to Rail- 
ways and Continental and are elimi- 
nated on the theory that the debt, or 
the companies, will eventually be out 
of the picture. 

Let us analyze this adjustment. 
When the bonds in question were sold, 
bond discount and expense were set up 
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because the proceeds were less than 
the face amount of the obligations is- 
sued. This difference represented in 
part the cost of issuing the bonds and 
in part an adjustment of the coupon 
rate. The real annual interest cost of 
the money obtained on the bonds is 
not interest at the coupon rate but in- 
stead that amount plus the pro-rata 
amount of the discount applicable to 
each year.*7 Should the debt be paid 
off prior to maturity,** any remaining 
balance of debt discount and expense 
must at that time be charged off, since 
at least the full face amount of the 
debt must be paid, unless I am to as- 
sume that the assets of those com- 
panies are insufficient to meet their 
debts. In forecasting earnings there 
isno more reason to eliminate amorti- 
zation expenses of this character than 
there is to eliminate the coupon inter- 
est on the bonds. 

From this same Table II and other 
sources, I note that there are certain 
charges added back to income which 
represent amortization of various 
items presumably once paid for in 
cash or its equivalent. They seem to 
be allowed as nonrecurring charges on 
the ground that they were “charges 
for amortization which do not repre- 
sent current cash expenditures or de- 
preciation of properties.”’ Illustrative 
of such charges are amortization of 
plant acquisition adjustments and 
street railway property abandonments. 
It is stated that the management urges 
that “while charges of this type, when 


made, constitute book keeping deduc- 
tions against income available for divi- 
dends, the application of cash gener- 
ated pursuant to such amortization 
programs results in no decrease in as- 
set value, but rather improves the 
quality of the investment of security 
holders by transposing intangible 
items into tangible ones and enhances 
earnings.” 

This argument seems persuasive 
superficially, but does not stand up un- 
der scrutiny. I regard it as indefensi- 
ble at least so far as it deals with plant 
acquisition adjustments. Such adjust- 
ment items are admittedly a part of 
the cost of property—the excess over 
original cost. The amortization there- 
of is not essentially different from de- 
preciation. This cost should be 
matched against revenues and it is just 
as improper to exclude it as it would 
be to exclude depreciation. Such a 
theory would permit the showing of 
excellent revenues by excluding the 
cost of producing them. 

It will be noted from my Table II 
that $1,180,622 is included as an ad- 
justment for increase of Federal in- 
come taxes. I will try to demonstrate 
how unrealistic this adjustment is in 
the light of present, and even past, 
tax rates. The adjustment is based 
on the premise that if nonrecurring 
expenses are eliminated, taxable in- 
come and taxes will be increased. I 
agree. The amount of $1,180,622, 
however, includes $681,622 for in- 
creased Federal income taxes estimat- 





81 This Commission has so held in several 
see Re Alleghany Corp. Oe ).. hs 

SEC 960; Re Associated Gas & E. 

Geen) (Securities Exchange Act Release ne 


ete assume here the debt is not refunded. 
Where the debt is refunded, authority. may 
be found for charging off the old discount at 
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once or for carrying the old discount for- 
ward and amortizing it over the life of the 
refunding issue or over the remaining life 
of the refunded issue. I have discussed these 
varying views in an article, “Treatment of 
Debt Discount and Premiums upon Refund- 
ing,” which appears in Vol. 73, Journal of 
Accountancy, at p. 199 (1942). 
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e7 to result from the elimination of a substantial portion of such losses 
Power. This amount is entirely un- were deductible from income for tay 
related to whatever adjustment of purposes and so substantially reduced 
taxes should be made with respect to the system’s income taxes. Certainly, 
the management’s suggested elimina- in determining “earning power.” 
tion of $7,009,810 of “nonrecurring” these “nonrecurring” tax deductions 
expenses. I, therefore, deduct $681,- are of vital significance, and I am con. 
622 from $1,180,622. The remainder, vinced that the “assumed earnings’ 
$499,000, presumably is to take care figure of $6,185,000 should be adjust. 
of the increased Federal income taxes ed downward to give effect to them™ 
estimated to result from the elimina- My difficulties with the question of 
tion of so-called “nonrecurring” taxes in their relation to earnings do 
charges from the balance of income not stop here. As indicated by Pow. 
applicable to the common stock of er’s 1942 annual report the income for 
Railways. These charges from 1937 that year of Power and its subsid- 
to 1942 totaled $5,797,168 (being the aries, except Kansas City Power and 
$7,009,810 shown in Table II, less the Light Company and San Antonio 
$1,212,642 assigned to the minority Public Service Company, will be in- 
interest). The amount of $499,000 is cluded in the consolidated Federal 
less than 9 per cent of $5,797,168. income and excess profits tax returns 
For 1942, the sum of the normal and to be filed by Power and by Traction 
surtax rates for companies filing on respectively.*® Power reports that no 
a consolidated basis is 42 per cent. excess profits taxes were incurred by 
But, a 9 per cent tax rate as an allow- any of the companies included in the 
ance for taxes payable on an assumed consolidated returns for 1941, and for 
increase in income is unreasonably the year 1942 there will be no liability 
low. for excess profits taxes because Power 
What is even more difficult for me and Traction each had excess profits 
to overlook is the failure to gauge the credit carry-overs from 1941. 
extent of the adjustment necessary to Power’s annual report calls atten- 
reflect a realistic level of Federal in- tion to three significant facts with re- 
come taxes in determining the earn- spect to the system’s 1942 tax returns. 
ings figure of $6,185,000. The sys- The first is that the excess profits 
tem’s past taxes doubtless have been credits are subject to review by the 
low relative to reported earnings and Treasury Department. Such review 
income because of the system practice may develop that Traction will have 
of charging many losses directly to no substantial excess profits credit 
capital or earned surplus. Since 1928 carry-over to 1943. The second is 
such losses have amounted to over that while Power will have a substar- 
$66,000,000. I suspect, however, that tial carry-over to 1943, the benefit of 
88a realize that future taxes of the sys- filing of consolidated Federal income and ex- 
tem may also be reduced by deductions of cess profits tax returns by companies affiliated 
items similar to those I have discussed. How- under certain conditions of stock ownership. 
ever, in such case, not only taxes but also in- Under the Revenue Act of 1941, a consolidated 


come or earned surplus would be reduced. Federal tax return could be filed only with 
89 The Revenue Act of 1942 permits the respect to excess profits taxes. 
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this carry-over will not be available 
for periods after its final liquidation 
has begun, which probably will occur 
in 1943. The third point is that the 
tax liability of the companies included 
in the consolidated return of Power 
was $546,000 less for the year 1942 
than it was for 1941 because these 
companies had the benefit in 1942 of 
substantial tax deductions for interest 
and debt discount and expense of 
Power relating to its debentures which 
became payable on May 1, 1942. 
These deductions will not recur in 
1943. 

The same annual report of Power 
states that the reported total consoli- 
dated income taxes of Railways and 
its tax affiliated subsidiaries for the 
year 1942 are approximately $4,- 
540,000 less than would be payable if 
separate tax returns were required to 


be filed by Railways and each of its 
subsidiaries. 


These facts are significant. They 
indicate first that in 1942 there were 
substantial nonrecurring deductions 
which served to reduce taxes and to 
increase the income applicable to Pow- 
er’s securities. They also indicate that 
the system earnings for 1942 were 
substantially affected by large ‘‘sav- 
ings” resulting from the filing of con- 
solidated income tax returns. I agree 
with the majority opinion that it is 
impossible to predict whether the 
privilege of filing consolidated tax re- 
turns will be withdrawn or modified. 


I point out that it is also impossible 
to predict the aggregate effect on taxes 
of the dissolution of Power, the indi- 
cated reorganization of Railways on 
undefined terms, and the elimination 
of Traction upon conditions not now 
known. These facts emphasize the 
uncertain nature of the earnings 
which the opinion assumes for the pur- 
pose of determining the rights of the 
preferred and common stocks. 

I next turn to the extreme leverage 
position of the $6,185,000 of earnings 
assumed by the majority as being ap- 
plicable to the common stock of Rail- 
ways. On the basis of Railways’ con- 
solidated net income for the year 
1941, adjusted to give effect to the 
system as constituted at April 30, 
1942, the balance of consolidated net 
income applicable to Railways’ com- 
mon was $4,906,879. I have sum- 
marized from this consolidated income 
account a statement, beginning with 
the net earnings of the operating sub- 
sidiaries, to show the numerous and 
substantial claims against such net 
earnings which must be satisfied be- 
fore there is anything left for the com- 
mon. For reasons stated above I have 
not made any adjustments for so- 
called nonrecurring charges. I might 
add that the $22,300,000 figure with 
which I begin represents what is left 
of $100,900,000 of gross operating 
revenues after deducting operating ex- 
penses and taxes and adding other in- 
come. The statement to which I re- 
fer follows: 
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Condensed Pro Forma Consolidated Net Income of Railways and Its Subsidiaries Applicable 
to Railways’ Common Stock for the Year Ended December 31, 1941 


Net earnings of operating subsidiaries 


Interest and dividends on securities held by the public, etc. ........ 


Balance 


Subsidiary holding and investment companies— 
Interest and dividend revenues 


Expenses, interest and taxes, etc. .......... 


Interest on long term debt 
Dividends on preferred stocks 
Minority interest 


Balance 


Railways— 
Interest and dividends 


BADCUSES ANG CAKES, (ELC, o's ccewinctccoscess 


Interest on debentures 


Balance applicable to the common stock of Railways 


* Denotes red items. 


It is painfully apparent that the 
assets and earnings applicable to Rail- 
ways’ common stock are at the bot- 
tom of a highly attenuated pyramid. 
The balance of $4,907,000 is the rem- 
nants of a $22,300,000 original 
stream of net earnings of operating 
utilities. It reaches Railways’ com- 
mon only after being strained through 
large amounts of senior securities of 
the operating companies, through 
Continental and Traction, each of 
which has considerable amounts of 
publicly held senior securities and 
through the senior securities of Rail- 
ways itself. It is in short what 
would be available to Railways com- 
mon if every dollar of applicable earn- 
ings were drawn up from every child 
and grandchild in the system. It will 


ee ee 


See eres eeeseseeeese 


$22. 285 885 
8,755,222 


$13,530,663 


1,768,042* 
935,133 
2,631,253 
1,279,528 
2,296,764 


$5,374,636 
$8,156,027 


30,597* 
731,862 
1,352,024 


$2,053,289 


$6,102,738 
1,195,859 


$4,906,879 


be noted that the balance of con- 
solidated net income applicable to the 
Railways common is only 22 per cent 
of the operating subsidiaries’ net earn- 
ings and it is less than 5 per cent of 
the gross operating revenues of the 
subsidiaries. To me this balance of 
income is exceptionally tenuous for 
in 1941 a 7 per cent increase in oper- 
ating expenses and taxes would have 
left nothing for Railways’ common 
and therefore nothing for anyone in 
Power. These facts, the distance 
from the source of earnings and the 
size of senior claims, speak more elo- 
quently than the optimistic predictions 
of earnings made by the management 
and the estimates of earnings used by 
the opinion. 





39a Since its inception the system has had 
excessive senior securities. For example, one 
of the subholding companies, Continental Gas 
and Electric Company, has outstanding $49,- 
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500,000 of 5 per cent debentures owned by the 
public, and more than $11,000,000 of 7 per 
cent prior preferred stock also owned by the 
public. 
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IV 


The opinion does not agree that the 
rights of the preferred and the com- 
mon should be judged by counting 
the preferred at its liquidating value 
including arrearages. Nor does it 
agree that they should be judged by 
comparing that sum either with the 
book value of the enterprise as re- 
flected in the corporate and consolidat- 
ed statements of Power or Railways, 
or with a valuation reached by capital- 
izing reasonably expected earnings at 
arate that reflects the degree of risk 
attending the actual realization of 
those earnings and attending the in- 
vestment of the capital needed to pro- 
duce those earnings. In fact the opin- 
jon recognizes that on no reasonable 
basis of capitalizing the estimated 
earnings will there result a valuation 
large enough to satisfy the face 
amount of the preferred’s claims. 

Instead, what the opinion sets out 
to do is to measure the respective 
rights of the preferred and common 
stocks “not in terms of the situation 
created by the statute but rather in 
terms of the situation terminated by it 
—i. e., as though no liquidation were 
to take place.” To this I reply that if 
no liquidation is taking place and if 
the respective rights are not to be de- 
termined in terms of the situation cre- 


ated by the statute, it is difficult for - 


me to see any basis for refusing to 
recognize the present rights of the 
preferred or indeed for changing 
them at all. The opinion, however, 
proposes to measure these rights by 
examining “into the respective exist- 
ing interests of the preferred and 
common stockholders in the earnings 
of the enterprise,” with the purpose of 


determining whether the assumptions 
necessary to arrive at a proposed allo- 
cation of assets “fall within the per- 
missible limits of reasonableness.” 
For this purpose, the opinion assumes 
annual earnings of $6,185,000." 

The opinion, however, does not un- 
dertake to determine a proper rate of 
capitalization of these earnings as a 
basis for determining the value of the 
enterprise. In fact it does not value 
the enterprise at all. What it does is 
to calculate that if dividends are kept 
current on the preferred stock it will 
take about fifteen years to pay off the 
arrearages of $38,700,000. This is 
on the impracticable assumption, 
which experience belies as the opinion 
concedes, that all the earnings of sub- 
sidiaries applicable to Power can and 
will be paid to Power and that Power 
will apply them to the payment of ac- 
cumulated and current preferred div- 
idends. 

Although the opinion states that the 
possibility of the common sharing in 
the earnings is “remote,” neverthe- 
less the opinion permits a 5 per cent 
but not an 8.8 per cent participation to 
Power’s common stockholders. It is 
true that the majority’s conclusion is 
stated to be “of necessity one of over- 
‘all judgment and not susceptible of 
mathematical demonstration.” But 
to me there is implicit in reducing an 
8.8 per cent participation to about 5 
per cent a precision or reliance on 
something that is not justified by what 
appears in the opinion or indeed by the 
facts. The opinion says that “as the 
participation of the common stock ap- 





40] have already commented at length upon 
the opinion’s analysis and conclusions as to the 
earnings history, and future, of Railways. My 
criticisms apply with equal weight to the 
propriety of this assumption. 
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proaches zero it is giving up tor the 
benefit of the preferred stock nearly 
100 per cent of its chance of partici- 
pating in any future earnings in ex- 
cess of the existing preferences of the 
preferred. On the other hand, if 
earnings do not equal such prefer- 
ences, the preferred stock gives up but 
approximately 5 per cent of the earn- 
ings actually realized.” This is liter- 
ally true, looking at it from one side 
of the picture. I would prefer to 
state it in another way. As I see it, 
Power’s common stock relinquishes 
95 per cent of nothing in return for 
5 per cent of whatever Railways’ 
common may earn. 

The preferred stock having a 
stated, liquidating, and paid-in value 
of $60,000,000 with arrearages of 
$38,700,000 as of December 31, 1942, 
is asked to accept for its claim 95 per 
cent of the common stock of Rail- 
ways. Although the entire common 
stock of Railways has at its indefensi- 
ble best a book value of not to exceed 
$81,554,330 and an optimistically es- 
timated earning power of $6,185,000, 
the Power common is assigned 5 per 


cent of this stock carrying a book 
value of $4,077,716 and a pro-rata 
share in estimated annual earnings oj 
$309,250. Yet the opinion seems to 
regard the allotment of all of Rail. 
ways’ common to the preferred a; 
“enriching” the preferred at the ex. 
pense of the common—despite the 
fact that this book value, admittedly 
greater than its present value, falls 
more than $14,000,000 short of equal- 
ling the preferred’s claims. This is a 
strange enrichment, especially when 
we consider that the preferred re- 
ceived no dividends during the long 
period in which it is claimed the sys- 
tem’s assets were being built up 
through retaining earnings, and when 
we consider that the preferred which 
contributed at least two-thirds of the 
stock investment has received only 55 
per cent of the dividends actually paid 
while the common, contributing one- 
third of the stock investment has re- 
ceived about 45 per cent of the div- 
idends actually paid.* 

The opinion neglects to value the 
enterprise. The approach by the ma- 
jority can be compared with that im- 





41 The dividend history may be summarized briefly in this way: 


Amount contributed: 


Dividends paid 
Dividends per $100 of recorded capital 


Common Stock Preferred Stock 


$17,121,000 
11,361,745 


$28,482,745 


$8,752,796 
$30.73 


$10,538,118 
$17,56 


In other words, the preferred stock which contributed at least two-thirds of the stock invest- 
ment (nearly 80 per cent of the cash) received only about 55 per cent of total dividends paid 


since issuance. The common stock, junior to the preferred as to dividends, contributed less 
than one-third of the stock investment but received somewhat more than 45 per cent of total 
dividends paid. The common has received dividends amounting to nearly 31 per cent of its 
investment (51 per cent of the cash invested) while the preferred’s dividends amount to but 
about 174 per cent of its investment or les sthan 14 per cent a year. And despite the opinion’s 
finding of “indicated consolidated earnings” of over $51,000,000 since 1932 only one three months’ 
dividend amounting to $900,000 has been paid the preferred since dividends on the common 
stock were discontinued in 1931. To me, this earnings and dividend history is not to be over- 
looked in considering whether the proposed 5 per cent participation by Power’s common stock 
is, in fact, “fair and equitable.” 
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plicit in what Justice Reed said in the 
recent Western Pacific Railroad 
Case: “It is obvious that the valua- 
tion of the whole of a debtor’s prop- 
erty, in a simple case without conflict- 
ing or divisional liens, will mark, by 
a mere mathematical computation as 
to priorities, the claimants who must 
be found to be without equity in whole 
or in part.” 

However, my principal objections 
to the way the majority reaches its 
conclusions go deeper than any I have 
mentioned. If their conclusion re- 
sulted from applying the proposition 
that earnings actual, and reasonably to 
be expected, are to be capitalized at an 
appropriate rate for the purpose of 
determining whether there exists a 
value for the Railways’ common over 
and above the liquidating value 
(which includes arrearages) of Pow- 
er’s preferred, and therefore whether 
Power’s common should participate, 
I would agree with them. In the Con- 
solidated Rock Case (1941) 312 US 
510, the Supreme Court said that “the 
value of the assets of the enterprise 
must be ascertained in order to de- 
termine the appropriate allocation of 
securities among the old security hold- 
ers.” But it is apparent that no such 
reasoning was followed in the opin- 
ion. It is clear from the whole opin- 
ion that controlling weight was given 
to preferred’s rights to earnings.” 


We are not dealing here with that 
type of preferred stock which has a 
preference merely as to earnings. If 
the majority’s theory and not the liqui- 
dation theory is to prevail the fair and 
equitable method seems to me to be to 
determine first of all whether the pre- 
ferred is being fully compensated for 
what it surrenders and then, if any- 
thing remains, to give it to the com- 
mon. This is consistent with the 
contracts of the two classes of stock- 
holders. It is what the priorities and 
the rights of the parties require. It is 
not proper or fair or equitable to de- 
termine first what the common should 
have and give what is left to the pre- 
ferred. It is not proper to determine 
whether at some remote day the com- 
mon may expect some earnings and 
fail to determine whether the pre- 
ferred is being fully compensated. 

The basis of the preferred right is 
not its value. It is its contract. That 
basis includes its prior claim on earn- 
ings, its right to accumulate unpaid 
dividends, its right to receive $105 a 
share and arrearages in case of re- 
demption, its present arrearages, and 
also its right to be paid $100 a share 
plus arrearages (even if the use of 
capital be necessary) before the com- 
mon gets anything in case the cor- 
poration is liquidated or dissolved. 
All those rights are being canceled. 
The preferred is entitled to full com- 





42 Ecker v. Western P. R. Co. (1943) 317 
US —, 87 L ed —, 63 S Ct 692, 710. 

48 That such is the position appears from 
the following statements which I will quote 
verbatim : 

_ (1) “The assets of Power are, in our opin- 
ton, of insufficient value to satisfy the stated 
liquidation preference of the preferred stock 
in the amount of $100 per share for 600,000 
shares plus arrearages of $38,700,000, or a 
total of $98,700,000, as of December 31, 1942.” 


(2) “In the light of all the circumstances, 
we conclude that on no reasonable basis for 
capitalizing prospective earning power could 
we arrive at a valuation equal to the liquida- 
tion preference.” 

(3) “If the amount of the liquidation pref- 
erence of the preferred stock ($100 per share 
plus accumulated dividends) is controlling, 
our inquiry must perforce be ended at this 
point in a decision that the preferred stock 
is entitled to all the assets of the corperation 
to the exclusion of the common.” 
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pensation therefor before anything 
goes to the common. But it is not re- 
ceiving an amount equal to its present 
claim, to say nothing of additional 
compensation for relinquishing its 
preferences as against Power’s com- 
mon stock. Its claim is $98,700,000 
as of December 31, 1942. The book 
value of the securities it will receive is 
about $77,100,000 (before the ad- 
justments I have previously noted) 
and it must not be forgotten that these 
new shares will govern not only the 
preferred’s future participation in 
earnings but will measure its distrib- 
utive share of the assets if liqui- 
dation of Railways ever occurs or if 
Railways is reorganized as the major- 
ity opinion suggests it might have to 
be. The common stock is allowed to 
participate in Railway’s common to 
the extent of 173,838 shares having 
a total par value of $1,216,866 and a 
total book value of $4,450,000. Up- 
on liquidation of Power, the pre- 
ferred is entitled to 100 cents of every 
dollar until it receives $164.50 per 
share before the common gets any- 
thing. Under the plan if Railways 
liquidates, Power’s preferred gets 
only 94.52 cents of every dollar and 
the old common gets 5.48 cents.“ 
Before the plan Power’s preferred 
was entitled to $6 per share per an- 
num from earnings cumulatively be- 
fore Power common got anything. 
Under the plan it shares the earnings 
with Power’s common in the propor- 
tion of 95 per cent and 5 per cent. 
The opinion seems to regard Power 
preferred’s prior claim on assets for 
$100 per share (plus arrearages) in 


liquidation as worthless and as not 
entitling it to priority now. This | 
regard as unfair and inequitable, both 
legally and colloquially. 

The opinion seems to admit that 
Power’s preferred stock has senior 
rights, but it does not seem to realize 
that those senior rights include not 
only a prior claim on earnings but 
also on assets when a liquidation oc- 
curs. Liquidation was not in imme. 
diate prospect when the corporation 
was organized and yet the charter pro- 
vided that if it should be liquidated 
the preferred was to be paid in full for 
liquidating value and arrearages of 
dividends before the common was 
paid anything. That right is not 
recognized and is being taken away. 
It is true that this liquidation may not 
be the fault of the common stockhold- 
ers. It certainly is not the fault of 
the preferred. 

The opinion seems to me to ignore 
the fact that the preferred, in consid- 
eration of accepting a limited div- 
idend participation, was given a sw- 
perior claim on assets, if liquidation 
occurred, and on earnings and the 
right to accumulate unpaid dividends 
and the right to receive $105 a share 
plus arrearages in case of redemption. 
The majority opinion states: “The 
limitation of the preferred stock’s 
dividend to a fixed amount is a val- 
uable right vested in the common 
stock.” I agree. What the opinion 
neglects is that the prior claim of the 
preferred to assets as to both liqui- 
dation value and arrearages is a val- 
uable right vested in the preferred. 
The preferred got that right by ac- 





44 These amounts are based on the actual 
plan as approved in the supplementary find- 
ings and opinion. It will be noted that the 
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share allotted the common is roughly 10 per 
cent greater than the 5 per cent arrived at 
in the opinion. 





aS not 
This | 
>, both 


t that 
senior 
realize 
le not 
rs but 
Nn oc- 
imme- 
ration 
 pro- 
idated 
ill for 
es of 
Was 
S not 
away. 
Ly not 
chold- 
lt of 


enore 
nsid- 
div- 
a su- 
lation 
1 the 
lends 
share 
tion. 
‘The 
ock’s 
-val- 
:mon 
inion 
f the 
iqui- 
val- 
rred. 
r ac- 


0 per 
ed at 


RE UNITED LIGHT & POWER CO. 


cepting the limited return which the 
majority says is a valuable right vest- 
edin the common. In arriving at the 
preferred’s participation, to give con- 
trolling weight to its limited dividend 
right at the expense of the concom- 
itant and compensating claim on as- 
sets seems wholly wrong. It is di- 
rectly at odds with these contracts and 
underlying considerations and most 
unfair. It is respecting only one part 
of the bargain. 

The opinion seems to claim the 
preferred has no right to the imme- 
diate receipt of dividends. I differ. 
Upon liquidation the preferred is en- 
tiled to accumulated dividends if 
there are sufficient assets to pay 
them.“ The majority point of view 
seems inequitable in view of the fact 
that from 1932 to 1943 no dividends 
were paid to the preferred but were 
allowed to accumulate, even though, 
as the opinion states, there were con- 


solidated earnings of $51,525,951.* 
The cash generated by these earnings 
was reinvested in the enterprise and in 
an important degree was used to 
liquidate indebtedness or to build ad- 
ditional property now included in the 


asset accounts of the companies. The 
use, thereof, built up the asset and 
earnings position of the system in a 
way which would ordinarily add to 
the equity of the common stock of 
Power which controlled the system. 
This resembles capital for the use of 
which nothing is paid and when it is 
proposed not to fully compensate the 
preferred for the use thereof but in 
liquidation (or reorganization) to fail 
to compensate it in full for the can- 
cellation of its accumulated unpaid 


dividends, the proposal is eloquent as 
to its own inequity. (Parenthetically 
I note that despite the use of these 
earnings the system has not been able 
to build an asset or earnings position 
which affords a valid basis for the old 
common’s participation. ) 

I am emphatically opposed to any 
liquidation or reorganization that 
sacrifices or fails to recognize legiti- 
mate values. In case of doubt I would 
prefer to err, if at all, on the side of 
optimism. But the legitimate value 
of Railways’ common falls so far 
short of the claims of Power’s pre- 
ferred that it isn’t even close. In- 
deed it is my conviction that the com- 
mon’s investment in Power was lost 
years ago—before the passage of the 
Holding Company Act. I am happy 
to say that the system’s future seems 
much brighter than the past. The 
elimination of burdensome and super- 
fluous companies, the simplification of 
others, the concomitant reduction in 
costs are all to the good and I recog- 
nize the careful conduct of the com- 
pany’s affairs by the present manage- 
ment. The plain and unfortunate 
fact, however, is that this company 
was handicapped from birth by con- 
genital defects and deformities and 
picked up a few more thereafter; it 
was overcapitalized; it was over- 
pyramided; it paid excessive prices 
for property; it indulged in dubious 
accounting. Its whole financial struc- 
ture was “jerry built” and was of 
the weakest and most dangerous 
character. The investors in Power 
have reaped the whirlwind of winds 
sowed some years ago by reckless 
promoters. 





45 See footnote 3, supra. 
461 have shown above that direct charges 
to surplus have absorbed these earnings. 


However, for present purposes only, I will 
accept the majority’s statement. 
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PENNSYLVANIA SUPERIOR COURT 


Elizabeth Brown 


Vv 


Pennsylvania Public Utility Commission 


(— Pa Super Ct —, 31 A(2d) 435.) 


Appeal and review, § 48 — Commission decision — Classification for rate making, 
1. The reasonablenss of a classification of premises for rate making and 
of different rates applicable are administrative or factual questions for 
the Commission’s consideration, and the court cannot disturb their findings 
if supported by competent evidence, p. 62. 


Discrimination, § 40 — Rates — Differing conditions. 


2. The charging of different rates for service rendered under varying con- 
ditions and circumstances is not unlawful, p. 62. 


Rates, § 313 — Single unit rates. 
3. The fact that the owner of a property is the sole contracting party for 
water is not controlling in determining whether the consumer is entitled 
to a rate based on a single unit, nor may the amount of water used be 
the correct criterion to determine whether a single unit rate is applicable, 
but the use made of the property is an important factor to be considered, 
p. 62. 


Rates, § 271 — Right to metered service — Provisions in schedule. 


4. The owner of residence property divided into two apartments is not 
entitled to metered water service under a tariff providing that water will 
be served through meters to all industries, large commercial establishments, 
public garages, and such other consumers whose use of water is unusually 
large or wasteful, p. 62. 


Rates, § 240 — Schedules — Binding effect — Absence of application. 
5. A water consumer is bound by the provisions of a water company’s 
effective tariff even though she has never filed a written application, which 
the rules of the company make a prerequisite to the furnishing of service; 
a written contract with the consumer is in no sense a condition precedent 
to recovery of tariff rates for service furnished and billed according to 
such rates, p. 62. : 

Rates, § 234 — Schedules — Applicable rates. 


6. The last rate published is the legal, suable rate, and controls, p. 62. 
[April 13, 1943.] 


PPEAL from order dismissing complaint against water rates; 
l \ affirmed. 
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BROWN v. PENNSYLVANIA PUBLIC UTILITY COMMISSION 


APPEARANCES: M. S. DePierro, of 
Freeland, for appellant; Allen Lesley, 
Principal Legal Assistant, of Phila- 
delphia, and Herbert S. Levy, Assist- 
ant Counsel, and Harry Showalter, 
toth of Harrisburg, Counsel, for ap- 
gllee; George M. Brodhead, Jr., of 
Philadelphia, for intervening appellee. 

Before Keller, P.J., and Baldrige, 
Stadtfeld, Rhodes, Hirt, Kenworthey, 


and Reno, JJ. 


BALDRIGE, J.: Elizabeth Brown, 
the appellant, filed a complaint against 
the Upper Mauch Chunk Water Com- 
pany in which she alleged that she was 
charged improper amounts for water 
service in a residential property locat- 
ed at No. 90 Centre street in Mauch 
Chunk, and asked that the single flat 
rate service, which prevailed prior to 
March 31, 1937, be reinstated or that 
ameter be installed for the purpose 
of making a proper, fair, and reasona- 
ble charge for the water consumed. A 
questionnaire was prepared by the 
Commission and forwarded to the 
company, which was received in evi- 
dence. It appeared therein that the 
complainant did not make an applica- 
tion for water service or sign a con- 
tract as required by the water com- 
pany’s rules and regulations; that its 
tariff provides as follows: ‘Metered 
Service: Water will be served through 
meters to all industries, large commer- 
cial establishments, public garages, 
and such other consumers whose use 
of water is unusually large or waste- 
ful.” The respondents answered fur- 
ther that the complainant is not en- 
titled to such service and the rates she 
was charged were in accordance with 
the effective tariff. It admitted its re- 


fusal to put a meter in her property. 

The testimony disclosed that prior 
to 1937 bills were rendered by the 
water company and were paid by the 
complainant on the basis of a single 
dwelling unit at a flat rate of $6.25 
per quarter year. A consumers’ fix- 
ture survey was made by the water 
company in the latter part of Decem- 
ber 1937, which disclosed a second 
sink had been added to one of the 
rooms on the second floor and that the 
single dwelling had been altered so 
that each of the two floors constituted 
an apartment consisting of a bedroom, 
dining room, and kitchenette, but the 
two tenants shared the same bath- 
room. The company then changed its 
charges from a single flat rate to a 
double flat rate of $12.50 per quarter. 
Each apartment was rented to a young 
woman, who conducted her own 
household with separate meters for 
electricity used, and each paid her own 
light bills and rent. They continued 
to occupy the premises from 1937 to 
1940 when the complainant became 
the sole occupant and thereupon the 
water company changed the charges 
to a single flat rate. 

The Commission after a full hear- 
ing filed an order setting forth the 
rates applicable to domestic service 
and held that “the rates for each item 
of flat rate fixture which respondent 
used in its bills to complainant were 
the rates as shown in its effective tar- 
iff,” and that the class of service to 
complainant’s premises is not one for 
which the effective tariff provides 
meter rates and for this reason meter 
rate service is not available to her, and 
dismissed the complaint. This appeal 
followed. 
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[1-3] There was little, if any, dis- 
pute concerning the manner the build- 
ing was subdivided, the uses to which 
it was subjected, the water fixtures 
in-service, or that the two tenants oc- 
cupied different apartments. The rea- 
sonableness of the classification and 
of the different rates applicable were 
administrative or factual questions 
for the Commission’s consideration. 
We cannot disturb their findings if 
supported by competent evidence. 
Carpenter v. Public Utility Commis- 
sion (1940) 141 Pa Super Ct 447, 
452, 36 PUR(NS) 111, 15 A(2d) 
473. There is no basis for holding 
that the effective rates are not prop- 
erly classified or unreasonably preju- 
dicial to complainant or otherwise un- 
lawful or unjust. The charging of 
different rates for service rendered 
under varying conditions and cir- 
cumstances is not unlawful. Alpha 


Portland Cement Co. v. Public Serv- 
ice Commission (1925) 84 Pa Super 
Ct. 255; American Lime & Stone Co. 
v. Public Service Commission (1930) 


100 Pa Super Ct 158, 161. The fact 
that the owner of a property is the 
sole contracting party for water is not 
controlling in determining whether 
the consumer is entitled to a rate based 
on a single unit. Nor may the amount 
of water used be the correct criterion 
to determine whether a single unit 
rate is applicable. The use made of 
the property is an important factor to 
be considered in determining the prop- 
er applicable rates. Classification by 
consumer units rather than according 
to ownership of properties was sus- 
tained by this court in Hunter v. Pub- 
lic Service Commission (1933) 110 
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Pa Super Ct 589, 597, 2 PUR(NS) 
285, 168 Atl 541. 

[4] It is so clear that complainant 
did not establish that she was entitled 
to meter service that this contention 
requires no discussion. 

[5, 6] Appellant’s final contention 
is that she could not be bound by the 
provisions of the water company’s ef- 
fective tariff because she had never 
filed a written application, which the 
rules of the company made a prerequi- 
site to the furnishing of service. The 
Commission having found as a fact 
that the rates billed appellant for the 
period in dispute were those pre- 
scribed by the company’s effective tar- 
iff, it cannot be said as a matter of 
law that appellant’s own failure to file 
a written application or enter into a 
written contract bars the water com- 
pany from enforcing its published 
schedules for services furnished. She 
cannot advance her own neglect as a 
reason for obtaining a lower rate than 
the applicable schedule called for. A 
written contract with the consumer is 
here in no sense a condition precedent 
to recovery of.tariff rates for service 
furnished and billed according to such 
rate. The last rate published is the 
legal, suable rate, and controls. Sub- 
urban Water Co. v. Oakmont, 268 
Pa 243, 248, 249, PUR1920F 810, 
110 Atl 778. Whatever penalties the 
water company may incur by failure 
to enforce their rule requiring a writ- 
ten contract in a given instance, its 
violation here cannot relieve appellant 
of the duty to pay according to the 
published tariff for service furnished. 
The order of the Commission directed 
future service to be furnished appel- 
lant under a written application and 
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BROWN v. PENNSYLVANIA PUBLIC UTILITY COMMISSION 


contract in accordance with the com- 
pany’s rules. 


Commission’s order is affirmed at 
costs of appellant. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Re City of Wauwatosa 


[2-U-1884.] 


Rates, § 86 — Jurisdiction of Commission — Retroactive order. 
The Commission is without jurisdiction to establish a rate for water service 


on a retroactive basis. 


[May 12, 1943.] 


A PPLICATION by municipality for authority to increase water 


rates; granted. 


By the Commission: On January 
16, 1943, the city of Wauwatosa filed 
application for authority to increase 
rates 1 cent per hundred cubic feet to 
customers receiving their water sup- 
ply from a Milwaukee county water 
main along certain streets in the city 
of Wauwatosa. 


APPEARANCES: Roy R. Stauff, 
City Attorney, for city of Wauwa- 
tosa; Oliver L. O’Boyle, Corporation 
Counsel, Milwaukee, for county of 
Milwaukee; Thomas E. Fairchild, 
appearing specially for Office of Price 
Administration. 


At the hearing, Thomas E. Fair- 
child appeared specially for the Office 
of Price Administration because no 
notice of the proposed increase in 
tates had been given by the city to 


the Price Administrator. The file 
shows that on March 10, 1943, the 
city attorney of Wauwatosa wrote to 
Bruno V. Bitker, state counsel of the 
Office of Price Administration, giv- 
ing full particulars as to the applica- 
tion. More than thirty days have 
elapsed since this letter was written 
and since the hearing in this proceed- 
ing and no request has been received 
from the Price Administrator or the 
Office of Price Administration for op- 
portunity to participate further in the 
matter. 

This proceeding is narrowly re- 
stricted to the service which is ren- 
dered to some 207 water customers in 
the city of Wauwatosa from mains 
owned by the county of Milwaukee 
which are connected with the Milwau- 
kee water utility. The sole purpose of 
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the proposed increase in rates is to en- 
able the city of Wauwatosa to pay to 
the county the increase in the charges 
made by the Milwaukee Water De- 
partment to the county for the water 
furnished in these mains, pursuant to 
the order of this Commission entered 
on Ocober 2, 1939, in docket 2—U- 
677. 


The water customers in question 
now enjoy both the service from the 
Milwaukee system and also the regu- 
lar service furnished by the city of 
Wauwatosa. The latter supplies hard 
water. These customers, however, de- 
sire to retain the service from the Mil- 
waukee system because that water is 
soft. If they do not desire to pay the 
increased rate they have the privilege 
of discontinuing the Milwaukee serv- 
ice, which is billed separately, and re- 
taining only the regular city hard 
water supply. 


No need appears for an extended 
study of the operating costs of the 
municipal utility. 


Negotiations between the city 
Wauwatosa and the county of 
waukee have been in progress for 
considerable period with respect to h 
adjustment of the rates covering thi 
particular water service, and both th 
city and the county desire to have th 
rate increase made retroactive. H 
ever, we are of the opinion that 
Commission is without jurisdiction 
establish a rate for water service ¢ 
a retroactive basis. Accordingly, 
order will provide that the rate in| 
crease shall become effective for the | 
billing period next following the date 
of the order. 


The Commission finds: 

1. That the existing rate of 10° 
cents per hundred cubic feet for water } 
service supplied Wauwatosa water 
customers from county-owned mains” 
is pashan 

. That the proposed rate of rh 
esis per hundred cubic feet is rea 
sonable. 
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In addition to distribution transformers, 
Kuhlman builds Power, C.S.P., Sai-T- 
Kuhl transformers and line regulators. 
If you do not now have the Kuhlman 
Catalogs describing these units, write 


for your copies today. 








Let's look again at this Kuhlman B. I. Core 


Conceived, developed, perfected and first introduced by the Kuhlman Electric Co. the Bent 
Iron (B.I.) Core utilizes to the fullest extent the many advantages inherent in present day 
materials. The result is reduced exciting current, general improvement of operating char- 
acteristics, a lighter, easier-to-handle transformer and a considerable saving of two critical 


metals—iron and copper. As compared with former conventional core and coil methods, 
the Kuhlman B. I. construction saved enough iron for the building of fifteen medium tanks 
and enough copper for three million .50 calibre shells in the Kuhlman plant alone, in one 
year. Multiply this many times and you get an idea of the metal saving in the transformer 
industry—metal for conversion to tanks, bullets, guns and other fighting equipment for the 
fighting men of the Allied Nations. 











Industrial Progress 


Selected information about products, supplies and 
services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 


Equipment Notes 


djustable Fly Cutter 
The Robert H. Clark Company, of 3424 
unset Boulevard, Los Angeles 26, Calif., an- 
unces the new Clark Fly Cutter for cut- 
ng holes or discs in metals of thicknesses 
[Ap to one inch, including boiler plate, stain- 
bss steel, cast iron, plastics, and other “prob- 
em” materials. Among the many difficult 
[Bperations which have been successfully han- 
'Bled by the new flycutter is that of cutting 
‘vashers and gaskets from “live” rubber and 
Bther hard-to-work substances. 
i The tool is obtainable with straight or 
Bapered shank and covers expansions of four 
‘inches to ten inches in diameter, including all 
Hecimal or fractional intermediate sizes. 
Specifications, prices and literature may be 
bbtained from the manufacturer. 


nsulating Cement Meets Wartime Need 


Baldwin-Hill Co., Trenton, N. J., announces 
he manufacture of Baldwin-Hill No. 1 non- 
orrosive insulating cement which is claimed 
0 put an end to the many problems caused 
by rust and corrosion on unprotected metal 
urfaces. A special rust inhibitor prevents 
orrosive action, even when allowed to air- 
Miry over a long period of time. Made from 
Mmhigh temperature resisting B-H black rock- 
jool, the cement is effective up to 1800 degrees 
ahrenheit. 


. F. Goodrich Announces 
ew Compound 


The B. F. Goodrich Company has an- 
ounced the development of a new compound 
Mwhich is now being used in the construction 
#i bolted tanks for storage of high octane gas 
end aromatic fuels used in military aircraft. 
he compound is made from Ameripol—a syn- 
thetic rubber Goodrich created which re- 
Mains flexible enough at —70 degrees Fahren- 
Mheit (70 degrees below zero) to be bent at an 
mangle of 90 degrees around a half-inch rod. 
® In the construction of these tanks, made 





“MASTER*LIGHTS" 
© Portable Battery Hand Lights. 
© Repair Car Roof Searchlights. 
© Hospital Emergency Lights. 


CARPENTER MFG. CO. 





197 er St., Cambridge, Mass. 
“"MASTER*LIGHT*MAKERS"’ 
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from sheet metal, sealing strips of the syn- 
thetic rubber 134 inches wide and 3/32 inch 
thick are placed at the points where the sheets 
are bolted together. Half inch bolts are used 
to squeeze the synthetic rubber tightly be- 
pi ye the plates, assuring a perfect fuel-tight 
seal. 

Synthetic rubber of the highest solvent re- 
sistant type must be used in the construction 
of these seals, since the solvenizing attack on 
ordinary rubber compounds by the fuels is 
so severe, the company says. 


¥ 
Catalogs and Bulletins 


Vest Pocket “Trouble Shooter” 
Offered by P&H 


A handy pocket-size manual, _ entitled 
“Trouble Shooter,” for men in charge of 
servicing overhead traveling cranes has been 
issued recently by Harnischfeger Corporation, 
manufacturers of P&H electric cranes. Ar- 














DAVEY TREE TRIMMING SERVICE 


1846 1923 


JOHN DAVEY 


Founder of Tree Surgery 


Davey Lowers Your Costs 


@ Industrious Men 

@ Good Organization 
@ Broad Experience 

@ Constant Supervision 


Always use dependable Davey Service 


DAVEY TREE EXPERT CO. KENT, Bate 


DAVEY TREE SERVICE 
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Catalogs & Bulletins (Cont'd) 


ranged in simple question and answer form and 
indexed for quick reference, the booklet has 
been designed to help industry keep this vital 
materials handling equipment operating safely 
and efficiently, and to hold servicing time down 
to a minimum by pointing out the most likely 
causes of specific troubles. 

In addition, the booklet contains complete 
lubrication charts, standard crane operating 
signals, a sample inspection report, operating 
cautions, and a schedule on safe lifting of 
loads with chain, wire rope, manila rope, and 
the sisal rope slings. Copies will be sent free 
to men responsible for maintenance of plant 
equipment, on request to the crane division, 
Harnischfeger Corporation, Milwaukee, Wis. 


Cochrane Carbite Softener Catalog 


In a new bulletin entitled, “Cochrane Carbite 
Softeners,” Cochrane Corporation describes 
the many uses and applications of the newly 
developed carbonaceous zeolite softeners, par- 
ticularly with respect to the treatment of boiler 
feed water supplies. 

The publication explains the chemical reac- 
tions and general arrangement of the equip- 
ment, the results to be achieved and applica- 
tion to different water supplies, and other per- 


tinent information that is of value to engineers 
considering water softener problems. Copies 
of this bulletin, No. 4021, may be obtained 
upon request from the Cochrane Corporation, 
17th and Allegheny Ave., Philadelphia 32, Pa, 


Goodrich Issues Wall Chart 


A new wall chart, entitled, “Truck and Bus 
Tire Loads and Inflation Table,” has been pre- 
pared by The B. F. Goodrich Company, Akron, 
Ohio, for operators of either trucks or busses 
in highway service. 

Single copies may be obtained on request to 
the company. 


Commodity Research Bureau 
Issues New Year Book 


Commodity_ Research Bureau, Inc., an- 
nounces the publication of the “Master Edi- 
tion” of its Commodity Year Book series. 

This edition, covering 836 commodities, 
deals with the many questions concerning 
availability of supplies, production methods, 
uses to which individual materials can be put, 
substitutes, marketing, packaging, transporta- 
tion, principal grades, etc. Source material 
was obtained from hundreds of private corpo- 
rations, trade associations, government agencies 
and individual experts who cooperated with the 
editors, the Bureau reports. 





— 


e Whatever the demands of the gas in- 

dustry may be, Connelly is equipped 
to meet them. With our new laboratory for scientific 
testing of purification materials and greatly increased 
facilities for the production of Iron Sponge, Governors, 
Regulators, Back Pressure Valves and other equip- 
ment for gas purification and control, Connelly is at 
your service, ready for any emergency. 


Under the able management of Mr. A. L. Smyly, pio- 
neer in gas purification and pressure regulation, this 
organization has continued its leadership in the field, 
and the fact that Connelly products are standard in 
hundreds of the leading gas plants of the country is 


indicative of the service rendered. 


SPone £ 


@ Mr. A. L. Smyly 
President 
Connelly Iron 
Sponge & 

vernor Co. 





IRON SPONGE and GOVERNOR Company 
CHICAGO, ILL. ELIZABETH NJ 


Connelly 
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Two examples of Grinnell Pipe Prefabrication: A 20” pipe with complex 
turns and 20” x 32” increaser for handling hot oil in one of the new Houdry 
Process oil refineries . . . and an engine header involving 24” radius U-bend. 


Sub-contract your piping worries! 


Here’s a practical “way out” for power and process __ strategically located to serve all industries, have com- 
engineers who are overloaded with the added work __ plete prefabrication facilitiesto produce underwriter- 
of wartime plant extensions! A way to delegate an approved sub-assemblies that permit speedy erection. 
exacting job, yet know you'll get first class results! Learn how such sub-contracting can ease your job 

“Give the Plans to Grinnell” as soon as your special of providing facilities to produce “enough . . . in 


piping requirements are roughed out. Grinnell engi- _ time”! Write for booklet “Grinnell Piping Prefabri- 
heers are specialists equipped by long experience to cation”. Grinnell Company, Inc., Executive Offices, 
imerpret power and processing layouts into super- Providence, R. I. Branch offices in principal cities 
Piping systems for any industry. Grinnell plants, of U.S. and Canada. 


nuraseicateo ereine sy ORINNELL 


wHenever PIPING is invotveo 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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ASHVE to Hold 50th Anniversary 
Meeting in New York City 


The selection of New York city for the 
50th Anniversary Meeting of the American 
Society of Heating and Ventilating Engi- 
neers has been announced by President M. F. 
Blankin, Philadelphia, Pa. The dates chosen 
by the Council are January 31st, February 
Ist and 2nd, 1944. 


The New York Chapter of the Society will 
be hosts for the occasion and arrangements for 
the meeting will be handled by a special com- 
mittee of which Alfred J. Offner, consulting 
engineer, is general chairman. 


Brandt Named to Elliott 
Company Board 


The Board of Directors of Elliott Company, 
Jeannette, Pa., has announced the election of 
Edgar C. Brandt as a member of the board 
and as vice president in charge of manufac- 
turing. Mr. Brandt joins the Elliott Com- 
pany after 38 years of experience with West- 
inghouse Electric and Mfg. Co 


He has also served the War Production 
Board for the past 2 years. 





DICKE TOOL COMPANY 
DOWNERS GROVE, ILL. 


Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 











Addressograph-Multigraph Appoints J. V. Kirk 
to Head Educational Department 


The Addressograph-Multigraph ‘Corpora- 
tion, Cleveland, Ohio, announces the appoint- 
ment of J. V. Kirk to head their newly estab- 
lished educational department, set up as a 
special information service to their customers, 
prospects, dealers, and field personnel. 


Mr. Kirk is well qualified to handle the ac- 
tivities of this new department. He has been 
with the company for over 20 years, during 
which time he has successively held the posi- 
tions of salesman, district agent, sales school 
instructor, sales manager, and special repre- 
sentative of the general manager, E. F. Rich- 
ter. In his present capacity, Mr. Kirk will 
also act as assistant to Mr. Richter. 
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THE cooperation of the electric utility 


istry with the watthour meter manufacturers 


kept the design and development of the 


rm watthour meter well ahead of meter- 
ements. Thanks to this cooperative 
our meters will again play their 


SANGAMO ELECTRIC ‘COMPANY 
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how to save your structures... 








dl alinOuncemen 


ten years in the making 


Four years of research in the Horn Laboratories 
with irreversible inorganic gels . . . six years of 
field proof on hundreds of structures . . . ten long 
years in all. Now the A. C. Horn Company, with 
47 years of Building Material experience, an- 
nounces WATERFOIL — the protective and deco- 
rative treatment for masonry surfaces. 


“Waterfoiling” concrete, stucco or brick surfaces 
lengthens the life and beautifies structures. WATER- 
FOIL impedes the penetration of water which causes 
reinforcing bars and mesh to rust and concrete 
to spall. 


WATERFOIL is a unique development. It is man- 
ufactured of non-critical materials. It contains no 
Linseed Oil — Casein — Resin Emulsion — Volatile 
Thinners or Cement. 


WATERFOIL becomes an integral “welded” part of 
the surface to which it is applied. No primers 
are required. 


If you have poor appearing, disintegrating struc- 
tures in need of restoration and protection, ask 
for details ... Yes, you can get WATERFOIL without 
priorities. Write today. 


A.C. HORN COMPANY 


BUILDING MATERIALS DIVISION 
Long Island City (1), New York 


GORY 
WATERFOLL 


THE UNIQUE TREATMENT FOR EXTERIOR MASONRY SURFACES 
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A BETTER DOOR 


either way you look at it! 


As you can see from this “two-side” illustration of 
the Kinnear Wood Rolling Door you can get the 
efficiency, space-saving coiling upward action of Kin- 
near Steel Rolling Doors in spite of wartime contin- 
gencies. And at the same time you'll have durability 
and protection that has been thoroughly proved op 
numerous installations for many years! 


The interlocking slat curtain of the Wood Rolling 
Door is assembled for strength, weather protection 
and smooth coiling operation. Spring counterbalanced 
and storing itself compactly above the opening, it, 
affords the maximum economy of manpower and 
space — as well as war vital materials! It is built in 
any size, manual or motor operated, and suited to 
old or new installations. Write today for complete 
details. THE KINNEAR MANUFACTURING 
COMPANY, 2060-80 Fields Ave., Columbus, Ohio. 


iw” KINNEAR 
DOORWAYS ROLLING DOORS 
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Meet wartime conservation demands with 


Johns-Manville Insulations 


FOR TEMPERATURES TO 600° F. J-M 85% Magnesia 
has been for many years the most widely used block 
and pipe insulation for temperatures to 600° F. and, 
incombination with Superex, for higher temperatures. 
Maintains high insulating efficiency. Standard block 
sizes 3"x 18", 6" x 36" and 12" x 36"; from 1" to 4" thick. 


_— 


INSULATION FOR TEMPERATURES TO 1900° F. 
J-M Superex Blocks have long been standard for this 
service, High heat resistance, low thermal conductivity. 
Sizes 3" x 18", 6" x 36" and 12" x 36"; from 1" to 4" thick. 


FOR STEAM LINES UP TO 700°F. J-M Asbesto-Sponge 
Felted Pipe Insulation is recommended where maximum 
efficiency, high salvage and resistance to abuse are 
essential. For temperatures over 700°, used in combina- 
tion with Superex. It is available in 3-ft. lengths, from 
1" to 3" thick, for standard pipe sizes. 


FURNACE INSULATION UP TO 2600° F. J-M Insu- 
lating Brick and Insulating Fire Brick are available 
in 7 types, with temperature limits ranging from 1600° 
F. to 2600° F. All provide light weight, low conductivity. 


JOHNS =-MANVILIS | comics: 


tion line, write for Catalog GI-6A. 


& & Johns-M ill 22 East 40th 
Industrial Insulations amc. 


FOR EVERY TEMPERATURE ... FOR EVERY SERVICE 
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Clean reflectors help you maintain high production, reduce errors and accident 


A dirty surface absorbs a lot of light, 
whether it’s the ceiling, lighting fixture or 
reflector itself. A regular cleaning program 
pays excellent dividends. Because better 
light means better sight, your production 
program is maintained at higher rates, 
accidents and errors are reduced. 

Your Alzak* Aluminum reflectors were 
designed by their manufacturers to do a 
specific task, putting the kind of light 
you want right where you want it. They 
employed aluminum with an Alzak 
finish to assure that those reflectors 
could keep on doing that job well, with 
a minimum of attention. Their surface 


is glass-like, to which dirt does not readily 


*Registered trade-mark, Aluminum Company of America 


cling. It won’t scratch easily or chi 

In some locations, your Alzak Aluminu 
reflectors may only need an_ occasic , 
wiping off with a soft, dry cloth to keg 
them working at high efficiency. Out « 
doors, or in the presence of dust and fum s 
they may require washing with mild s0 r 
and water at regular intervals. Under m mn 
severe conditions, a more drastic clea i 
method may be necessary. : 

How to maintain Alzak Aluminum rs 
flectors is told in the booklet, “Inst io 
for the Protection and Maintenance 
Alumilite Finishes and Alzak Reflectors: 
For a copy, write ALUMINUM Company @l 


America, 2134 Gulf Bldg., Pittsburgh, I 
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Clean, white walls and Alzak Alumi- 
num Reflectors make it easier to 
maintain high working efficiency 





Typical Reflector Light-Distribution Curves 
A-Dirty B-Dry-wiped C-Washed 








ALUMINUM 
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A RATTLESNAKE WARNS BEFORE IT STRIKES 


A FAULTY VALVE . GIVES NO WARNING 
AVOlD LAWCER 


INSTALL 


NORDSTROM VALVES 
FOR 100% SAFETY 


KEEP UPKEEP DOWN 


MERCO NORDSTROM VALVE COMPANY 
A Subsidiary of 
Pittsburgh Equitable Meter Co. 


Main Office: Pittsburgh, Pennsylvania ¢ Branches: Boston 

Buffalo ¢ Brooklyn e« Chicago « Columbia, S. C. e¢ Houston 

Kansas City ¢ Los Angeles © Memphis « New York e Oakland 
Seattle ¢ Tulsa ¢ San Francisco 
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TEST MADE AT APPROXIMATELY IOOOFEET GROSS HEAD 


EFFICIENCY — PER CENT 


30000 40000 50000 
HORSEPOWER 


FIELD TEST CURVE 
for 


60,000 H.P.—925 NET HEAD—450 R.P.M. 
VERTICAL FRANCIS TURBINE 


Built by 


Newport News Shipbuilding and Dry Dock Company 
(Hydraulic Turbine Division) 


Newport News, Virginia 


Our facilities for building turbines, 
valves, rack rakes, gates, etc., are now in 
use for constructing ships for the Navy. 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 

















THE AMERIGAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORE WASHINGTON CHICAGO MILWAUKEE SAN FRANOI8O0O 
and other principal cities 











DAY & ZIMMERMANN, INC. 
ENGINEERS 
PHILADELPHIA CHICAGO 


PACKARD BUILDING 











ossrox FOND, Bacon « David, anc; aaze case 


CONSTRUCTION APPRAISALS 
OPERATING COSTS Engineers INTANGIBLES 
VALUATIONS AND REPORTS 


NEW YORK PHILADELPHIA WASHINGTON CHICAGO 








GILBERT ASSOCIATES, Inc. 


ENGINEERS SPECIALISTS 
POWER ENGINEERING SINCE 1906p, cnacine aad Expediting 


Steam, Electric, Gas, Hydro, 
Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
Personnel Relations, 


Operating Betterments, 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 


Feed Water Treatment. Washington New York Accident Prevention, 

















J. H. MANNING & COMPANY 


120 Broadway, New York 


ENGINEERS 


Business Studies Purchase—Sales 
New Projects Management 
Consulting Engineerin, 
Public y ouity Affairs including Integration 
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PROFESSIONAL DIRECTORY (continued) 





SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
Chicago New York Son Francisco 








Sargent & Lundy 


ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 

















STONE & WEBSTER ENGINEERING CORPORATION 


' DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING ° APPRAISALS 


BOSTON e NEWYORK e CHICAGO ee HOUSTON e¢ PITTSBURGH 
SAN FRANCISCO e LOS ANGELES 














THE J.G. WHITE ENGINEERING CORPORATION 
DESIGN © CONSTRUCTION © REPORTS ® APPRAISALS 
80 BROAD STREET, NEW YORK 

















BARKER & WHEELER, ENGINEERS EARL L. CARTER 


DESIGNS AND CONSTRUCTION — OPERATING Consulting Engineer 
SETTERMENTS — COMPLETE OFFICE SYSTEMS — REGISTERED IN INDIANA, NEW YORK, OHIO, 
MANAGEMENT — APPRAISALS — RATES PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 
Public Utility Valuations, Reports and 
11 PARK PLACE, NEW YORK CITY Original Cost Studies. 
36 STATE STREET, ALBANY, N. Y. 910 Electric Building Indianapolis, Ind. 











BLACK & VEATCH JacKsOn & MORELAND 
CONSULTING ENGINEERS ENGINEERS 


Appraisals, investigations and _ re- ORAILROAD ELECTRIFICATION. 
Ports, design and supervision of con- DESIGN AND SUPERVISION VALUATIONS 
struction of Public Utility Properties ECONOMIC AND OPERATING REPORTS 
4706 BROADWAY KANSAS CITY, MO. 














BOSTON NEW YORK 
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JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 











A. S. SCHULMAN ELECcTRIC Co. 
Contractors 


TRANSMISSION LiINES—UNDERGROUND DistrI- 
BUTION — Power STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 SoutH DEARBORN ST. Cuxicaco 








J. W. WOPAT 


Consulting Engineer 


Construction Supervision 
Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiana 








Maximum HS 
removal per Ib. 


of Oxide! 
eet d Oxide i 


made specifically for maximum sulphur re- 


moval...is not just a “satisfactory” purifying 
medium merely by virtue of incidental 
properties, but is made especially for maximum 
capacity and activity, maximum trace removal 
and shock resistance. As such, we do not believe 
you will find Lavino Activated Oxide has 
any close rival — comparing cost, comparing 
performance and comparing savings. 


We'll be glad to tell youall about its remarkable 


record; just write a note on your letterhead to 


E. J. Lavino and Company 


TY DON 1528 Walnut St. 
| ACTIVATED" | 


‘on ¥, 
furs &” 


Philadelphia 


Penna. 





Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 

you need, 

quickly— 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 


L-M Elbows, with compression units 

giving a dependable grip on both con- 

ductors. Also Straight Connectors and 
Tees with same con- 
tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 


Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 


Vi-Tite Terminals for quick 
installation and easy taping. 
Iso sleeve type terminals, 
screw type, shrink fit, etc. etc. 


Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 
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SAVE 50% 
IN TIME AND MONEY WITH 











THE ONE-STEP METHOD 


OF BILL ANALYSIS 











HAT effect is the war production program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 


102 Maiden Lane, New York, N. Y. 
Chicago Detroit Montreal Toronto 
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The Fortnightly lists below the advertisers in this issue for ready refer- 
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warrount WITH BIG SAVINGS 


ONE TRUCK DO 
DOUBLE DUTY IN ORIGINAL EQUIPMENT COST, EXPENSE, 
MAINTENANCE, Hie WEIGHT, FUEL, TIRES! 


ville 4 TWICE THE WORK 





THIS DAVEY 


TWO SEPARATE 
UT PROPELLER Sem PiECES EQUIPMENT 


OWNERS REPORT THIS UNIT SAVES ITS OWN COST WITHIN FOUR TO TEN MONTHS 


HERE’S WHERE YOU SAVE 
By Using Truck Engine Power for 


ir and Gas Compressors * Generators * Welders * Pumps »* Street Sprinklers * Rock Crushers 
as Well Bailers % Portable Machine Shops * Concrete Mixers * Agricultural Machinery 


HERE’S HOW YOU SAVE 
When Your Truck Engine Power Does the Work 


Extra space for men, tools and 4 Reduced maintenance cost—no 7 Saves manpower —equipment con- 


materials extra engine trolled from driver’s seat 


Saves weight—reduces truck li- 5 Cuts fuel cost by eliminating extra 8 No trailer haul 
cense fees load 


a Long-life unit—owners report 
Less money invested in original § Efficient equipment combinations power take-off outlasts truck .. . 
equipment can be mounted on ONE truck saves own cost in 4 to 10 months 


POWER TAKE OFF DIVISION 
ADE TERRITORIES OPEN TO DISTRIBUTORS. WRITE FOR DETAILS OF FRANCHISE 


1E DISTINGUISHED USERS OF DAVEY POWER TAKE-OFF EQUIPMENT 


Dallas Gas Company 
Gulf Oii Corporation 
Illinois Bell Telephone Co. 


* Texas Boiler and Sheet Iron Works 
* United States Forest Service 
* Philadelphia Transportation Co. 
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Folks working at our Robertshaw 
Thermostat plant are pretty busy 
these days cooking up a: little dessert 
for the Axis—their “just desserts,” if 
you know what.we mean. Such indi- 
.gestible little items, for instance, as 
hand-fuses: for. hand-grenades and 
primers, and ignition cartridges for 
rockets. Then there are boosters and 


for the Onis 


shells and delicate but vital) preci- 
sion instruments for airplanes—just 
what our boys need to dish out the 
right kind of dessert ‘for Tojo, 
Mussolini and the smaller fry at 
Hitler’s table. f 

That’s why our peacetime job of 
turning out Robertshaw Thermo- 
stats has been laid aside. What 
For High Achievement in the production of war equipment, 


thermostats are coming off our pro- 
duction lines are limited in number 
—just those called for by your Uncle 
Sam to supply official needs, That 
helps our engineering and research 
departments to keep pace with new 
developments that will mean newer 
and better Robertshaw Thermostats 
when victory banquets are in order. 


ROBERTSHAW THERMOSTAT CO., YOUNGWOOD, PA. 
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